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Advanced Accounting, Volume II tions, and the accounts and reports called fe 
By George H. Newlove and S. Paul for under the National Bankruptcy Act. > ig 
Garner. D. C. Heat anp Company, 3. Fiduciaries, inclusive of estate and trust Thi 
Boston, Mass., 1950. Pages: xi + 418: accounting. ‘ust ~ 
$4.50. 4. Partnerships. Formation, operation, dis- ilies 
ADVANCED ACCOUNTING, Volumes I and II, solution, incorporation ; joint ventures and teen ¢ 
represent the fifth and sixth texts in the syndicates. things 
Heath Accounting Series,—Volume II being The authors state that it is their desire to 1 7 

published in advance of Volume I (titled emphasize the “advanced accounting” aspects ; 
Corporate Capital and Income) which is of the first 3 sections, above. For purposes of . 
scheduled for publication in 1951. Volume II, orientation, they reinforce their discussion 2.1 
it is stated, does not presuppose study of with considerable statutory and judicial in- u 
Volume I. formation and references. * ee 
ApvANCED AccouNTING, Volume II, deals The book endeavors to incorporate com- p 
with: plete coverage of the bulletins of the Ameri- 0 
1. Corporate reorganisations. Refinancings, © Institute of Accountants, the pronounce- The: 
recapitalization, and exchanges of property M™ents of the American Accounting Associa- Althou 
and securities; and voluntary liquidations, tion, and the releases of the Securities and tions, | 
inclusive of the Realization and Liquida- Exchange Commission. : devote 
tion account, presented in several styles. Accompanying the book is a manual on Actual 
Considerable emphasis is given to the role Advanced Accounting Problems, ($2.00), chapte 
which the accountant fills in his relation- designed to give adequate problem coverage cost a 
ship to the work of the Corporate Reor- Of the accounting principles developed in the depart 
ganization Division of the Securities =-" text. : . er joint p 
Exchange Commission. Arnotp W. JoHnson predet 
2. Bankruptcies, inclusive of involuntary re- Syracuse University sists 
organizations, the statement of affairs, Syracuse 10, N. Y. devote 
valuation problems, statutory considera- (Continued on page 77) keepin 
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Book Reviews 


(Continued from page 76) 


Cost Accounting and Analysis 

By Carl Thomas Devine. THE MacMILLan 

Company, New York, N. Y., 1950. Pages: 

xv + 752; $5.00. 

This book by Professor Devine is more than 
just another textbook. It is a type of presen- 
tation in the field of cost accounting that has 
been due for some time. It attempts three 
things : 

1. To present the rationale and the me- 
chanics of cost accounting. 

To integrate economic and cost account- 

ing theory. 

3. To relate industrial engineering princi- 
ples to cost accounting and the problems 
of management. 


hr 


These three objectives more or less overlap. 
Although the book is divided into three sec- 
tions, that does not mean that each section is 
devoted to one of the above objectives. 
Actually the first section, covering twelve 
chapters, presents the general principles of 
cost accounting including elements of cost, 
departmentalization, process, job order, and 
joint product costing, as well as historical and 
predetermined costs. The second section con- 
sists of seventeen chapters, and these are 
devoted mainly t® a presentation of the book- 
keeping aspects of cost accounting. Here we 
find the mechanics of the factory ledger, of 
all phases of material accounting and of labor 
costing. By all odds the most important 
feature of this section is the extended treat- 
ment given to standard costs. The section 
closes with a chapter on gross profit varia- 
tions and one on distribution costs. 

It is the third section that is of most 
interest, particularly to the advanced student 
of cost accounting. The theme song of this 
section is profit planning. Here the author 
attempts to present solutions to some of the 
many problems confronting modern execu- 
tives. This he does by alternately discussing 
the contributions made by economic theory 
on the one hand, and the discoveries made by 
industrial engineers on the other. The ques- 
tions treated cover the nature of costs, 
optimum output, break-even points and profit 
graphs, differential costs, and comparative 
costs involved in questions of choices between 
alternatives. The latter include such problems 
as selection of plant size and type, plant 
shutdowns, pricing policy, etc. An interesting 
leature is the presentation of mathematical 
methods for analyzing fixed and variable 
components of expenses including the least- 
square method and correlation analysis. The 
mathematical background of the author is 
obvious. 

The value of the entire volume is greatly 
enhanced by the wealth of question and prob- 

(Continued on page 78) 
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Book Reviews 
(Continued from page 77) 


lem prog sor at the end of each chapter as 
well as by the demonstrations appearing in 
various parts of the book. Many ot the prob- 
lems are trom C.P.A. or other professional 
examinations, wihle many others are drawn 
from the author’s experience. 

To appraise such a work objectively is a 
difficult task, for much depends on the re- 
viewer's personal feelings and background. 
lhe author must be given credit for having 
attempted to integrate the highly theoretical 
field of economic theory with the practical 
exigencies of cost accounting and industrial 
engineering. To this reviewer, the economic 
theory serves only a limited purpose, since 
economics must deal in generalizations while 
the problems of the cost accountant and of 
the industrial engineer are pinpointed to the 
specific conditions of a particular enterprise. 
It would be easy also to disagree with the 
author on a number of points and to find 
flaws and even errors in the work. For 
example, why introduce the budget at stand- 
ard volume (pp. 501-504) when no use is 
made of this figure in computing the expense 
variances? Nevertheless, it seems to this re- 
viewer that the author has broken away from 
the traditional methods of teaching cost ac- 
counting. By taking advantage of the great 
mass of magazine literature in the field of 
economic theory, industrial engineering, and 
cost accounting, the author has made a valu- 
able compilation and has brought together the 
thinking of the scholar and the practitioner. 
If the author at times has fallen short of his 
objectives it is perhaps because he has been 
too faithful a compiler. For instance, the 
early portion of the chapter on gross profit 
variances does little more than present the 
methods of G. Charter Harrison and Eric 
Camman and these with a minimum of ex- 
planatory material. Nevertheless, one must 
conclude that the whole effort in this book 
has been worth while and that the book is 
a worthy addition to the literature of cost 
accounting. 

THEODORE LANG 
Professor of Accounting 
Graduate School of Business Administration 
New York University 


C.P.A. Law Review 


By Joseph L. Frascona, LL.B. RicHarp 
D. Irwin, INnc., Chicago, III., 1950. Pages: 
xvi + 986; $10.00. 

This volume is designed to “assist the 
candidate both in the acquisition and in the 
application of knowledge” necessary to pass 
the Commercial Law part of the Uniform 
Certified Public Accountant Examination 
promulgated by the American Institute of 
Accountants. Four hundred eighty pages con- 
sist of text materials on Contracts, Sales, 

(Continued on page 152) 
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BUSINESS AND PERSONNEL 
OPPORTUNITIES 


Help Wanted: 
Situations Wanted: 


20¢ a word, minimum $5.00, 
10¢ a word, minimum $2.00, 


Business Opportunities: 15¢ a word, minimum $3.00, 
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Box number, if used, counts as three words. 


Closing Date 





BUSINESS OPPORTUNITIES 
Mail ‘and Telephone Service: ) 
for interviewing. $5.00 per month. Directory 
Listing. Modern Business Service, 505 Fifth 
Avenue, New York (42nd Street). 


For Sale to CPA— Southern California 
Practice—Gross retainers 1951 $9,200. Ex- 
panding rapidly. Established 1946. Price 
$10,000. Includes $2,000 new equipment. 
Investment required $3,000. Submit resume 
including financial and draft status. Owner 
recalled by army April 8 D. E. Barnes, 
CPA, 374 Court Street, San Bernardino, 
California. 











Office Available 
Private office with long established CPA 
firm, new furniture, including typing, tax 
services, etc. Reasonable. Grand Central 
area. Box 353, New York C.P.A. 


C.P.A. recalled to service. Office and grow- 
ing practice in Houston, Texas. Net income 
now $5,000. Living quarters available. Box 
354, New York C.P.A. 


C.F.A., 31, excellent background, modest 
practice, 10 years diversified experience. De- 
sires purchase partnership interest or indi- 
vidual accounts. Box 355, New York C.P.A. 











SITUATIONS WANTED 





C.P.A., 44, Society member, seeks responsible 
position, comptroller, office manager, chief 
accountant; many years diversified .experi- 
ence. Excellent references. Box 350, New 
York C.P-A, 


Public Stenographer—Statistical Typist, ex- 
perienced accountants’ reports, tax returns, 
financial statements, correspondence, 10 A.M.- 
1 P.M. RIverside 9-3113. 


Part Time (NYC) 
Society member, senior qualification, experi- 
enced taxes. Small own practice, available 
several days per week, also evenings during 
tax time and later. Box 352, New York 
ee nl. 


C.P.A., fifteen years diversified experience 
with small and’ medium-sized clients. Avail- 
able about ten days monthly to overburdened 
practitioner. Objective is eventual partner- 
ship by contribution of capital and modest 
practice. Box 356, New York C.P.A. 
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She Employment Agency for Bookkeapers 


OURS IS A SPECIALIST ORGANIZATION, PROVIDING 
RESPONSIBLE AND THOROUGHLY EXPERIENCED 
BOOKKEEPING PERSONNEL — 2xchcseely, 








DEPENDABLE 
Employment Agency 


220 W. 42nd St. 


N.Y. 18 


BRyant 9-7666 


We Specialize 
in servicing Accountants and 
their clients with dependable 
male and female personnel 


¢ COMPTROLLERS 


© OFFICE MANAGERS 


¢ ACCOUNTANTS 
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Seniors, Semi-Srs. 


Juniors 
e SALES 
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Made by qualified experts in all lines 


STANDARD APPRAISAL COMPANY 
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A PROVEN 
ACCOUNTANTS 
PERSONNEL 
SERVICE 


the direction of an accountant, for 
the express purpose of assisting 
accounting firms in their selection 


of “QUALIFIED PERSONNEL.” 


There is no charge whatever 


A better screening program, under 


for our service to employers. 


CAGEN 2erconnet eney 


509 FIFTH AVE., NEW YORK 17, N. Y. 
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“i enrolied in the Payroll Savings Plan 
before the war at the Stearns-Roger 
Manufacturing Co. I was buying two 
$18.75 bonds a month toward a dream 
home Lila and I had planned.” 





















Your dream can come true, just as the 
Robinsons’ did. Start now! It’s easy! 
Just take these three simple steps: 

1. Put saving first before you spend a 
penny of your income. 

2. Decide to save a regular amount 
systematically. Even a small sum saved 
this way becomes large amazingly soon! 


The bonds Lila and I bought 


for our countrys defense helped w 
4 
to own our own home! 


PAID OFF FOR SELDEN AND LILA ROBINSON 


‘Bond saving enabled me to become a home 
owner,” says Selden Robinson, “‘then 
to buy a better house, and to replace our old 


HOW U. S. SAVINGS BONDS 


OF DENVER, COLORADO 


car with a new one.” 








The Robinsons’ story can be your story, too! 


FOR YOUR SECURITY, AND YOUR COUNTRY’S TOO, SAVE NOW— 
THROUGH REGULAR PURCHASE OF U. S. SAVINGS BONDS! 


Your government does not pay for this advertisement. It is donated by this publication and Foote, Cone & Belding in cooperation witht 
Advertising Council and the Magazine Publishers of America. 


When writing to advertisers kindly mention THe New York Certiriep Pustic ACCOUNTANT. 





“The $4,000 we’ve saved paid $2,800 
on our first home, paid the difference 
when we traded this house for a new 
brick one, and paid $500 on our car. 
Bonds will send our girls to college, too!” 


3. Start saving automatically by sign 
ing up today in the Payroll Savings Plan 
where you work or the Bond-A-Month 
Plan where you bank. 


Your savings will grow rapidly. And 
you'll be providing security not only 
for yourself, your family, and the free 
way of life that’s so important to us all. 
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President’s Message 


W E are entering what promises to 

be one of the most critical years 
our country has ever been through and 
it will probably be one of the busiest 
years our own profession has ever ex- 
perienced. The problems will be multi- 
plied and the number of men to handle 
them will diminish rather than increase. 


We all know the problems: excess 
profits taxes; renegotiation; govern- 
ment guaranteed loans; businesses op- 
erating under priorities; price freezes ; 
wage freezes; and all the other govern- 
ment controls and orders with their 
attendant red tape and paper work. 

Many young accountants will be 
called into service. Men in college, who 
would on graduation become juniors, 
will go into the armed forces and many 
experienced men will take government 
positions. Those of us who are left will 
need to work harder and will need to 
use our time to the best advantage pos- 
sible. The profession will meet the 
challenge now as it has done in the past, 
no matter what the difficulties. 

In spite of all this there seems to be 
a tendency among those of us who are 
merely doing our daily work, or a little 
more than our daily work, to wonder 
whether what we are doing is really 


gOS! 


important enough to warrant the ex- 
penditure of so much time and effort 
on work not directly connected with 
the emergency which now confronts us. 


Our daily work is essential to keep 
commerce and industry operating. A 
sound economy is the basis of every- 
thing else the nation must do. There- 
fore, when the accountant is helping a 
small client to run his business better, 
to plan his budget, and to pay no more 
than his legal taxes, he is doing his 
share, small in itself, perhaps, to keep 
the economy operating. When we add 
ten thousand or a hundred thousand of 
these small businesses together, all of 
which are kept on the straight and nar- 
row financial path by their accountants 
and auditors, we can see what an im- 
portant place the accountant’s work has 
in keeping the whole economy in 
operation. 


In this emergency it is even more 
important than in more nearly normal 
times for the general economy to be 
sound and responsive to public needs. 
The everyday work of the public ac- 
countant, serving private clients, is es- 
sential in maintaining this condition. 


MaAuRrIce E. PELOUBET 
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Pointers on the Technique of Writing 
Audit Comments 


By JENNIE M. PAten, C.P.A. 


ee write really good comments in an 
audit report is a peculiarly difficult 
and frustrating task; difficult because 
involved technical matters must be ex- 
pressed in language understandable by 
persons without comparable technical 
training; frustrating because the audi- 
tor’s major concern is with auditing, 
not writing; frustrating, also, because 
his need for exactness is so great that 
his writing must be heavily censored. 

This situation is not conducive to 
confidence in one’s writing ability. Yet 
the accountant, who must always think 
clearly and has a flair for taking pains, 
should write superlatively well. Some 
accountants have made a mental hazard 
of writing, believing there is some an- 
tagonism between it and accounting. If 
this were true, the great body of our 
splendid accounting literature would 
never have been written. 

We all learned ear!y in life the rudi- 
ments of grammar—or where to find 
them. We learned how to spell—or 
where to look for correct spellings. 
With these preliminaries, one or two 





JENNIE M. PALen, C.P.A,, is a 
member of our Society and of The 
American Institute of Accountants. 
She is a Past President of the Amer- 
ican Woman’s Society of Certified 
Public Accountants and a Former 
Director of the New York Chapter 
of the American Society of Women 
Accountants. She was the Editor of 
The Woman C.P.A. for three years. 

Miss Palen was a principal on the 
staff of Haskins & Sells for many 
vears. 

She is the author of numerous 
articles on accounting, English and 
related subjects, and her poetry has 
been widely published. 
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good reference books, and an un- 
abridged dictionary, the accountant is 
as well equipped as he needs be to write 
correctly. With practice and love of his 
task, style and effectiveness, too, may 
be his. 

Because, in an audit report, we are 
writing about our client’s innermost 
financial affairs, what we write should, 
theoretically, interest him. We cannot 
hold his interest, however, if we talk all 
around the subject, load our comments 
with trite, abstract, and meaningless 
words, and in general act as if we are 
bored with the whole thing. And we 
are not bored really. We have reached 
a point in our work where we have a 
great many important things to say and 
we are bursting to say them, but we are 
bothered by the mechanics of putting 
them down on paper. 

This problem is especially acute in 
the long-form report where the com- 
ments are lengthy and where verifica- 
tions are described and breakdowns 
given under the heading of various as- 
set, liability, and operating accounts. 

To recast a certain number of sen- 
tences so that we will not be the first 
word in thirty per cent of them; to find 
interesting variants for the ubiquitous 
this item, this amount consists of the 
following, etc.; in short, to make the 
comments sound as if they had been 
written out of the warmth of our own 
thinking and not from last year’s copy. 
is one of the toughest jobs in report 
writing. 

The crystallization of the idea that a 
certificate should always be given where 
possible has offered one solution to this 
problem by making it unnecessary to 
describe all the audit procedures unless 
it is desired to do so. Even where the 
audit procedures are described in detail 
it is feasible sometimes to group their 
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description in one long paragraph and 
to place the more interesting comments 
where they will receive better attention, 
either under individual asset or liability 
headings or under such other headings 
as may be appropriate. 

Total wordage may frequently be re- 


Trade accounts receivable: 


John Jones Company ........ 


Other 
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duced by expressing pertinent facts in 
the exhibits. If, for instance, one item 
in trade accounts receivable is so large 
that it is desirable to name the debtor, 
the accounts may be shown in the bal- 
ance sheet thus: 


$95,000.00 
$100,000.00 





Sometimes all information may be in- 
cluded in the balance sheet description. 
Here is a sample found under liabilities : 

“Unpaid portion of 1947 Federal income 


tax of predecessor company, awaiting ad- 
justment of claim for abatement.” 


Of course, the balance sheet should not 
be cluttered with useless detail, but usu- 
ally both financial statements and com- 
ments are improved by pressuring 
needed information into condensed 
form. 

Except possibly for certain phrases 
which are so exact that there is no 
usable substitute for them, the wording 
of comments cannot be reduced to for- 
mula. To do so would be to defeat their 
real purpose, which is to call attention 
to significant matters and new develop- 
ments. Certain expressions have proved 
their worth, such as, “cash on hand was 
counted and that on deposit was veri- 
fied by certifications obtained from de- 
positaries,” “funds held by agents were 
acknowledged by them,” “notes receiv- 
able and the collateral shown to be held 
thereunder were confirmed by the mak- 
ers,’ etc. But even these are not uni- 
form throughout the profession. There 
are, however, typical accounting situa- 
tions and typical pitfalls in reporting 
them. Knowledge of accounting and a 
basic knowledge of the principles gov- 
erning grammatical construction and 
the use of words, will solve them. 

George Burton Hotchkiss has defined 
the five “C’s” of business English as, 


in the order of their importance, clear- 
ness, correctness, conciseness, courtesy, 
and character. But for accountants the 
list should include another “C”’, and 
that is caution. 


An audit report is a signed, written 
record, a permanent document, and a 
serious matter. Money is lent or per- 
manently invested on the basis of its 
showing. Sometimes people are sued 
because of it and sometimes those peo- 
ple are the auditors. Not only in the 
financial statements but in the wording 
of the comments care is needed to in- 
sure that nothing is said that cannot be 
supported in court. Where defalcations 
are reported the problem is especially 
difficult. No unnecessary personal ref- 
erences should be made and the words 
should express only such evidence as 
the books support. Dates, names, and 
book entries, where quoted, should be 
quoted exactly, including even any er- 
roneous spellings, and photostat copies 
of canceled checks and other records are 
frequently made a part of the report. 
Usually a defalcation report consists 
only of comments, unless there are nu- 
merous irregularities of a similar 
nature, so that exhibits and schedules 
may be used to advantage. The com- 
ments may effectively present a sum- 
mary, then details, then a description 
of the manner in which the defalcation 
was brought about. A sample report 
reads as follows: 


“We have made an examination of certain of your records for the period 
from May 1. 1949, to March 26, 1950, for the purpose of establishing the extent 
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of irregularities disclosed during the course of our examination for the year sho 
ended January 31, 1950. typ 
“Total irregularities amounting to $8,540 were found, as follows: ag 
Collections on accounts receivable not accounted for............ $5,230 a 

Checks drawn to J. Smith and charged to expense, not supported 35. 
by-vouchets or Other receipts, <<... cicie.ciccie's sisinwinin ei trsigiele vivre nie sie 3,310 scl 

ital ew cco asa iashareie aloe eiore e oe earns $8,540 usi1 

“The collections on accounts receivable not accounted for are as follows: - 

loa iotuibun tense aetadematstaie tea ee the 

“It appears that the method used to conceal these irregularities was to the 

make a credit entry in the customer’s account for the amount of the collection, sho 

but to make no corresponding entry in the cash book at the time of receipt, in < 
inserting these amounts in the cash book after it had been footed by an assistant. pri 
Trial balances were submitted each month but were overfooted to agree with If 2 

the controlling account.” ; 

ina 

In the hope that it will afford prac- ing, “Too many accounts are carried in inte 
tical assistance, discussion of Mr. one ledger and, as a result, a great deal tior 
Hotchkiss’ five “C’s” will be based en- of time is wasted in looking for errors seri 
tirely on examples of violations lifted at the end of the month,” we may say, C 
from rough drafts of reports and from “Much of the checking incident to bal- nes: 
published or typed reports of many ac- ancing could be avoided if the accounts SO i 
counting firms. None of these has been were divided into several sections with rep 
manufactured to serve as a horrible ex- a controlling account for each section.” pre: 
ample. Most of the reports from which The character desired in a report C 
they were taken were written by ac- (other than that imparted by the very stat 
countants of senior or higher grade and important factor of technical account- can. 
they may therefore be regarded as fair ing knowledge) is obtained by the use Cor 
samples of the points which give the of a dignified, impersonal tone. Dignity, ter 
most trouble. however, is not enhanced by suffocating pre. 
Courtesy and character, being easily our ideas in yards of such cotton-wool stat 
defined, will be covered first. expressions as “in the case of,” “with to t 
Courtesy implies the use of tact in respect to,” “of this character,” “of this mus 
expressing that which may offend. As_ nature,” etc. It is occasionally con- cise 
accountants we must, unfortunately, venient to use these expressions but exp 
criticize—and in practice it is found tone and vigor are greatly improved by sist 
that the mildest criticism can release recasting sentences to avoid their con- nes: 
untold furies. Of course, important stant use. Neither is dignity enhanced witl 
truths may never be withheld just be- by such phrases as “‘not without inter- desi 
cause they may be unpalatable to the est,” “venture to state,’ “wish to in- fact 
client, but they may be stated in as in- form,” etc. “We wish to inform” and con: 
offensive a manner as is consistent with “we would suggest” are apparently oc- quit 
truthfulness. Words and phrases with cupational hazards of the business but 
unpleasant connotations such as errors, writer. Why wish to do something less 
mistakes, wasted time, shortage, care- which we are already doing? Let’s use T 
lessness, inefficiency, refusal, etc., can simply “we suggest” or “it is sug- tenc 
become fighting words, not to say dan-_ gested,” or, better still, no introduc- tenc 
gerous ones, and it is well tolearn early tory phrase at all. We may say, for arra 
in life harmless yet effective substitutes instance, ““Monthly summaries of sales, cipa 
to use on occasion. by products, would give an up-to-the- the 
Criticisms are more welcome when minute picture of consumer buying,” tenc 
they dwell on the cure rather than on rather than “We should like to suggest shot 
the crime. For instance, instead of say- the preparation of monthly statements If 
8&4 February 19. 
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showing the nature of the sales as to 
type of product for the use of officials 
in appraising the character and volume 
of customers’ requirements.” Here are 
35 words where 17 do a better job, and 
even the 17 may be reduced to 14 by 
using current for up-to-the-minute. 

Archaic or flippant expressions, for- 
eign words, slang, figures of speech, 
the half sentence have small utility in 
the audit report. To be good, writing 
should be appropriate. To be offhand 
in an audit report is not only inappro- 
priate, it may be downright foolhardy. 
If anything in an audit report is vague, 
inaccurate, or subject to more than one 
interpretation, if it contains non-dic- 
tionary words which cannot be defined, 
serious trouble may result. 

Clearness, correctness, and concise- 
ness, the remaining three qualities, are 
so important that every sentence in the 
report should be tested for their 
presence. 

Clearness means not only that each 
statement can be understood but that it 
cannot reasonably be misunderstood. 
Correctness relates to both subject mat- 
ter and the manner in which it is ex- 
pressed. The facts must be exactly as 
stated; the construction must conform 
to the rules of grammar ; and the words 
must be used in their exact sense. Con- 
ciseness requires that every thought be 
expressed in as few words as is con- 
sistent with smoothness and complete- 
ness. Conciseness is not to be confused 
with brevity. Many people, in their 
desire to be brief, leave out important 
facts or omit words necessary to the 
construction. Conciseness never re- 
quires the omission of things of value, 
but does require omission of the value- 
less or relatively unimportant. 

The best aid to clarity is good sen- 
tence structure. Strong, direct sen- 
tences in which the ideas are logically 
arranged make for clearness. The prin- 
cipal idea in the sentence should occupy 
the principal clause. Important sen- 
tences and first sentences of paragraphs 
should not have weak beginnings. 

If one of the ideas is subordinate to 
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the other they should be joined by con- 
nectives which will express the proper 
relationship. Note the weakness of this 
sentence: “Only a few entries of de- 
posits made or checks drawn appear on 
the stubs, but the bank account is ac- 
tive.” Then see how the proper connec- 
tive improves it: “Although the bank 
account is active, only a few entries of 
deposits made and checks drawn appear 
on the stubs.” 

Changing the viewpoint within the 
sentence weakens its effect. When we 
say, “The entries in the property ac- 
count were examined and appear to be 
proper,” the thought runs smoothly 
through the sentence; but if we say, 
“We examined the entries in the prop- 
erty accounts and they appear to be 
proper,” the thought is slowed by shift- 
ing attention from we to they. 

Parallel ideas in a sentence should 
be put, as a rule, in parallel construc- 
tion. The phrase, “due to carelessness 
on the part of clerks and because super- 
vision is lacking,” is weak and sham- 
bling, whereas “due to carelessness on 
the part of clerks and to lack of super- 
vision” is effective. 

On the other hand, confusion is as- 
sured when long sentences continue 
until their beginning is forgotten, when 
clause is tacked on to clause and modi- 
fier on to modifier. Here is such a sen- 
tence: 


“We have reconciled the accounts with 
the various correspondent banks, and in this 
connection, during the course of examina- 
tion while endeavoring to effect a recon- 
ciliation with correspondent banks, our 
representative, working in conjunction with 
Mr. Jones of the bank’s accounting depart- 
ment, developed the fact that the chief 
teller of the commercial department had 
taken credit for amounts which should have 
been credited to the X Bank of New York.” 


All the writer needs to say here is: 
“Reconcilement of the accounts with cor- 
respondent banks disclosed the fact that 
certain amounts which should have been 
credited to the X Bank of New York were, 
instead, credited to the account of the chief 
teller of the commercial department.” 


Confusion also arises through poor 
placing of modifiers. Each modifier 
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should be so placed that the reader sees 
unmistakably to what word or group 
of words it refers. Only is a word fre- 
quently misplaced. “Expenses only in- 
clude one-half the sales manager’s sal- 
ary.” Since only relates to one-half 
and not to include, the sentence should 
read: “Expenses include only one-half 
the sales manager’s salarv.” 

When we write that “these charges 
are regarded as collectible by the treas- 
urer,’ the reader is justified in infer- 
ring that only the treasurer can collect 
them. With correct placing of the 
modifier the sentence reads, “These 
charges are regarded by the treasurer 
as collectible.” Please note, too, the 
ambiguity that results if the reference 
to the treasurer is omitted. The infer- 
ence then is that the accountant regards 
the charges as collectible. The same 
care should be applied in using the 
word estimated. The responsibility for 
the estimate, as well as its basis, should 
be established. 

The use of specific rather than gen- 
eral terms is an aid to clearness. Real 
estate, for instance, is an ambiguous 
term because it may mean land, build- 
ings, or both. 

Clearness is hindered by a poor ar- 
rangement of ideas, as in this sentence: 

“During the period depreciation was 


charged to operations at the following rates 
for nine months . . .” 


It is not clear here whether the rates 
were for nine months or whether they 
were yearly rates of which a nine 
months’ proportion was taken. The 
sentence would be clear if it read as 
follows: 

“During the nine months under review 


depreciation was charged to operations at 
the following annual rates .. .” 


A little care in thinking will warn 
us not to speak of the book value of an 
asset account, but of the book value (or 
carrying value) of the asset. It is not 
the accounts receivable which are in 
agreement with the controlling ac- 
count; it is the total of the individual 
balances which is in agreement with 
the controlling account. A company 
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does not “transfer assets contained in 
schedule 1;” it “transfers assets listed 
in schedule 1.” Neither does it “charge 
off the balance of live stock account 
disposed of,” since, undoubtedly, it was 
the live stock that was disposed of, not 
the account. 


Next in importance to clearness is 
grammatical correctness. 


Experience shows that certain types 
of grammatical errors appear over and 
over. 

Tense is a major stumbling block. 
The past tense is the tense of narration. 
We usually use it in telling what we 
did. When we write the certificate we 
are giving a current opinion based on 
work completed. So we use the present 
perfect tense to describe the work 
(“We have examined ...”) and the 
present tense in certifying (“in our 
opinion the accompanying .. . present 
fairly ...”). Similarly, in a presenta- 
tion we say, “We have made an exami- 
nation. ..and submit ...,” the act of 
submittal being assumed to take place 
on the day the report is dated. 

When it is necessary to refer to ac- 
tion completed prior to the time indi- 
cated by the principal verb, usually the 
past perfect is used with the past tense 
and the present perfect with the pres- 
ent tense; as, “Reconcilement of the 
bank account disclosed that it had not 
been reconciled since March 31, 1950;” 
and “We understand that the new com- 
pany has agreed to take over these 
assets at book value;” but “We under- 
stand that, prior to negotiations with 
the bankers, the new company had 
agreed, etc... .” There are, however, 
a great number of combinations of 
tenses and we have to use our judg- 
ment to determine which combinations 
best express the relationships. 

Truths that continue into the present 
should be expressed in the present 
tense. “We were informed by the treas- 
urer that the payrolls are disbursed by 
the foremen each Friday morning.” 

A verb should agree in number with 
its subject noun, not with an interven- 
ing modifier. Thus we say, “the total 
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of accounts receivable differs. 
Differs agrees with its singular subject 
total, not with accounts. 

A singular subject, although fol- 
lowed by a parenthetical phrase, takes 
a singular verb. In the sentence, “The 
amount of this note, together with the 
pledge as collateral thereto of 15 shares 
of A Company stock, were confirmed 
by the bank,” were is incorrectly used 
because the subject is amount and the 
phrase together with the pledge, etc. is 
a modifying phrase, not another sub- 
ject. The sentence should read, “The 
amount of this note, together with the 
pledge as collateral . . . was confirmed 

.’ Words joined to the subject by 
such expressions as in addition to, as 
well as, with, or together with are par- 
enthetical and do not constitute another 
subject. 

Two or more singular nouns joined 
by or or nor take a singular verb, and 
two or more subjects of a different 
number joined by or or nor take a verb 
of the number of the nearest subject. 
Thus we should say, “Neither the sales 
records nor the cash book contains a 
record of this transaction.” 


Principal verbs should not be sup- 
plied from one part of the sentence to 
another if the same form is not gram- 
matically correct in both parts. Observe 
how this principle is here violated: 
“$2,000 has been paid in cash on this 
subscription and twenty shares of stock 
issued therefor.” If we try to supply 
from the first clause the part of the 
verb that is missing from the second 
clause we have this result: “twenty 
shares of stock has been issued,” which 
is, of course, wrong. The sentence 
should read: “Two thousand dollars 
has been paid in cash on this subscrip- 
tion, and twenty shares of stock have 
been issued therefor.” 

The foregoing sentence is also an 
illustration of the rule that dollars, 
when it refers to a sum of money, takes 
a singular verb. 

A common error is that of using a 
participle to introduce a sentence when 
it does not logically modify the subject 
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of the sentence. “Based upon our re- 
view of the accounts with the credit 
manager, all appear to be collectible.” 
“Having reviewed the accounts with 
the credit manager, all appear to be 
collectible.” Each of these sentences 
has a dangling modifier—a modifier 
with nothing to modify. They should 
be revised to read: “Based upon our 
review ... our opinion is that the ac- 
counts are collectible ;” “Upon the basis 
of our review . . . all appear to be col- 
lectible ;’ “Having reviewed . . . we 
believe that all are collectible;”’ or 
(preferably) “The accounts were re- 
viewed with the credit manager and 
appear to be collectible.” 

Almost as common is the error of 
comparing two things without naming 
the second. “The method of control 
used is better than all methods in use” 
should of course read, “. . . than all 
other methods in use.” And the sen- 
tence which read, “There is a differ- 
ence of $100 between the bank balance 
as shown by the company and _ the 
bank” should have read, “. . . between 
the balance as shown by the company 
and that shown by the bank.” 

The placing of commas gives rise to 
many questions. In general, marks of 
punctuation should be used where they 
will facilitate reading and where they 
will maintain proper sentence and 
thought values. The comma, since it 
represents the shortest pause, is espe- 
cially flexible in its use. It may always 
be used where it will aid clarity. One 
comma rule that is inflexible, however, 
is that a relative noun clause which is 
restrictive in meaning should not be set 
off by commas. If we say, for instance, 
“The factory expenses were distributed 
on the basis of the cost of materials 
which were used in manufacture,” we 
here have a restrictive clause and need 
no comma after materials. A comma 
placed there would imply that the dis- 
tribution was on the basis of the cost of 
all materials, and that all materials 
were consumed. 

A large proportion of the errors in 
reports arises from the incorrect use 
of words. 
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Confusion apparently exists as to the 
proper use of quantity, amount, and 
number. A moment’s thought will in- 
dicate which word applies. In the sen- 
tence, “A large amount of lumber is 
stored under the sheds and not con- 
trolled,” it is obvious that the proper 
word is quantity and not amount. On 
the other hand, in this sentence, “The 
contract calls for the sale of stock in 
quantity up to $1,000,000,” it would 
clearly be better to say, “to a total 
amount of $1,000,000.” And instead 
of saying, “A considerable amount of 
changes will be required,” we should 
certainly say, “A considerable number 
of changes .. .” 


An accountant should also remember 
that assets are collected and that liabil- 
ities are paid; expenses are incurred, 
income realized; and that we speak of 
realization of assets, liquidation of lia- 
bilities. 

It is poor usage to employ same as 
a pronoun (“We checked the charges 
and found same to be correct”) ; said 
as a participial adjective (“The secu- 
rities are held by X Bank as collateral 
and were confirmed by said bank”) ; 
or party for person. 

Advise is employed to excess in the 
sense of inform. Many people say 
advise on every possible occasion and 
the word has become hackneyed in the 
extreme. 

Former and latter should not be used 
to designate one of more than two per- 
sons or things. To designate one of 
three or more say first or first-named, 
and last or last-named. In the sentence, 
“The operations were conducted dur- 
ing only the latter nine months of the 
year,” latter should be last, because we 
are speaking of nine of twelve months. 

Verbal is often improperly used for 
oral. Verbal means expressed in words. 
Oral means spoken. Thus we should 
say, “The amount of this liability was 
confirmed to us orally by the creditor,” 
not “confirmed to us verbally...” 

The word confirm is a source of 
trouble. In the accountant’s lexicon, 
confirmation is corroborative evidence 
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obtained from another. It is technically 
inexact to say that “we confirmed cus- 
tomers accounts.” It is better to say 
that “requests for confirmation of the 
balances shown in their accounts were 
mailed to customers.” Sometimes an 
auditor even errs so badly as to say 
that “confirmations were mailed to 
customers,” confusing the form used 
in asking corroboration with the con- 
firmation itself, 


Care should be taken that assets (or 
liabilities) are not spoken of as secured 
when they are in fact only partially 
secured. Where, for instance, securities 
having a value, based on market quota- 
tions, of $8,000 are held as collateral 
under a $10,000 note receivable, it is 
a misstatement to say that the note is 
“secured by 100 shares X Company 
capital stock.” In such a case we can 
say no more than that the note is “par- 
tially secured by pledge of 100 shares 
X Company capital stock, having a 
value of $8,000 based on market quota- 
tions at December 31, 1949.” Or, if 
the market value is not determinable, 
we may say that “One hundred shares 
X Company capital stock are held as 
collateral to this note. We were unable 
to determine the market value of the 
stock.” (One hundred is spelled out 
here because it is at the beginning of 
the sentence.) 

The correct use of prepositions re- 
quires some care. An unabridged dic- 
tionary usually indicates the preposi- 
tions to be used after words in specific 
meanings. 

It is correct to say “subscriptions for 
capital stock,” “subscriptions for peri- 
odicals,” but “subscriptions to a fund.” 

Between is used in speaking of two 
things; among, when speaking of more 
than two; as, “A varying percentage 
of the profits is divided among the 
heads of departments ;” “The responsi- 
bility for the petty cash is now divided 
between the cashier and the book- 
keeper.” 

After site, of is used where the ob- 
ject is already located on the site. For 

(Continued on page 125) 
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Form and Content of the 


Accountant’s Report 
By Rosert G. Koppret, C.P.A. 


eee professional services which in- 
dependent public accountants ren- 
der to their clients result generally 
in the preparation of a report in one 
form or another. The accountant’s re- 
port may consist solely of his certificate 
or opinion (now commonly referred to 
as the short form of auditor’s report) 
with respect to the related financial 
statements, or it may comprise the 
foregoing together with certain text 
material or comments. This latter tyve 
of report is generally known in present- 
day accounting parlance as the long 
form of auditor’s report or comment 
report. In addition to these two afore- 
mentioned reports, which, for purposes 
of this discussion, may be termed gen- 
eral reports, the accountant is frequent- 
ly called upon to furnish special reports 
with respect to certain cost studies, 
systems’ installations, special investiga- 
tions, and the like. 

The subject of audit reports is one 
of wide scope and would require 
considerably more time for proper treat- 
ment if we were to consider the aspects 
of all types of audit reports. The 
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following discussion will, therefore, be 
confined to the technique in preparing 
the text or comment portion of a long 
form report which is to be rendered 
at the conclusion of an audit of the 
balance sheet and operating accounts 
for a commercial or industrial enter- 
prise. For purposes of clarity, wher- 
ever the word “report” is used herein- 
after, it should be construed to mean 
the long form or comment report, and 
the word “certificate” will be used 
wherever reference is made to the short 
form of auditor’s report. 


I believe that it can safely be said 
that accountants as a group do not 
take full advantage of the opportunity 
presented for service to their clients 
in the rendition of comment reports. 
It is probably quite true in the case 
of large audit engagements, that man- 
agement is interested principally in the 
accountant’s certificate, and that the 
executives have been kept adequately 
informed on accounting and financial 
affairs during the year by means of 
statements and reports furnished peri- 
odically by their internal organization. 
In the case of medium and small-sized 
engagements, the independent public 
accountant can render valuable service 
to his clients by preparing informative 
and interesting comment reports, and 
a similar worth-while service can just 
as well be rendered, if desired by the 
client, in the case of the larger engage- 
ments. 


Accountants are well qualified to 
make analyses and interpretations of 
financial statements and to evaluate 
significant facts indicated by them. We 
may be rendering a disservice to our 
clients and shirking our obligations if 
we consider that our job has been 
done as soon as the ink has dried on 
our signature on the certificate. There 
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should be little doubt in anyone’s mind 
that the value of our services can be 
enhanced considerably by undertaking 
to perform a service for which we are 
so adequately qualified. It is, of course, 
true, that in many instances the client 
requests that a certification only to the 
financial statements be furnished, but 
it is also true that there are few cases 
where the client’s instructions specify 
that we are not to render a comment 
report. In almost all engagements 
there develops during the progress of 
an audit something of sufficient im- 
portance to justify its being brought 
to the attention of the client, and 
intelligent application of our efforts to 
the end that this information should 
be furnished will in almost every in- 
stance be appreciated. 

The writing of comment reports is 
considered by some accountants to be 
an arduous and unrewarding task. Per- 
haps it is a fault of our present-day 
educational system, together with a 
certain amount of neglect within the 
accounting profession itself, that suffi- 
cient importance and emphasis has not 
been given in the teaching and training 
curriculum to the writing of clear, con- 
cise, and informative comment reports. 
Some accountants have made the obser- 
vation that good report writers are born 
and not made, but I believe that where 
the necessary emphasis has been placed 
on good report writing and adequate 
training given, experience has shown 
the fallacy of this platitude. 

In preparing the comment report, 
a combination of discriminating judg- 
ment in the selection of items that are 
to be discussed, and an adequate knowl- 
edge of good English usage and gram- 
mar is essential. In connection with 
the selection of items that are to be 
made the subject of comments, one 
should consider briefly the purpose for 
which the report is to be used. If it 
is the desire of the client to utilize the 
report for credit purposes, emphasis 
should be placed on such matters as 
the aging of receivables, current asset 
and current liability ratios, inventory 
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turnover, etc., and little concern need 
be given to the audit procedures fol- 
lowed or to suggestions relating to 
changes in accounting methods and 
proedures. If the engagement is a new 
one, it might be in order to discuss 
more fully the steps performed in veri- 
fying certain accounts; this is espe- 
cially true where the person who is to 
receive the report is not familiar with 
the auditing procedures employed by 
independent accountants. In fact, clients 
sometimes prefer that specific reference 
be made, either in the certificate or in 
the comments, to the verification of 
cash, inventories, etc. 

It might be well at this point to 
inject a note of caution in respect of 
the general nature of the comments 
that are to be included in the report. 
A report consisting of voluminous com- 
ments may at first blush appear to be 
imposing and important, but if the 
comments deal at considerable length 
with trivia and unimportant and unin- 
teresting minutiae, the report would 
have little value to the client and prob- 
ably should not have been written in 
such form. 

The importance of a neat and orderly 
arrangement of the report should not 
be minimized. It is generally appro- 
priate, especially where the report is 
of considerable size, to include an index 
or table of contents at the beginning 
of the report. The index should indi- 
cate, by page reference, the various 
items contained in the report, which 
usually appear in the following order: 

a. Comments 

b. Accountants’ certificate 

c. Financial statements and 

schedules 


Each caption in the comment section 
should be repeated in the index, and 
the financial statements, consisting gen- 
erally of a balance sheet and a statement 
of income and earned surplus (either 
shown as separate statements or com- 
bined into one statement), may be in- 
dicated further by some reference such 
as Exhibit A, Exhibit B, etc. The 
supporting schedules, which are some- 
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times utilized to present the details of 
certain balance sheet and income state- 
ment accounts are usually described as 
Schedule 1, Schedule 2, etc. 

Comments are usually preceded by 
an introduction, commonly referred to 
as a presentation, which may read 
somewhat as follows: 

XYZ Corporation, 

New York, N. Y. 

Dear Sirs: 

We have made an examination of your 
accounts for the year ended December 31, 
1950, and present our certificate, and the 
financial statements as set forth in the 
accompanying index. 

We present also the following comments : 

* * * 

If the report is not too large, the 
index may be dispensed with, and ref- 
erence to the statements and schedules 
included in the presentation somewhat 
as follows: 

We have made an examination of your 
accounts for the year ended December 31, 
1950, and present our certificate and the 
following financial statements: 

Balance Sheet, December 31, 1950 

(Exhibit A) 

Summary of Income and Earned Sur- 

plus for the Year Ended December 31, 

1950 (Exhibit B) 

We present also the following comments: 

* * * 

It is sometimes desirable to incor- 
porate the accountant’s certificate in 
the body of the comments. If this is 
done, it is preferable to show the opin- 
ion immediately preceding the com- 
ments. If the comments are placed 
between the scope paragraph and the 
opinion paragraph of the accountant’s 
certificate, it is necessary for the reader 
to read all of the comments in order 
to determine whether or not the ac- 
countant has given an unqualified opin- 
ion. If the presentation form of certi- 
ficate is used, and the certificate is 
qualified in any manner, reference 
should be made to the specific comments 
which explain the exception taken by 
the accountant. It is not correct to 
say that, “In my (our) opinion, subject 
to the following comments, ...”. The 
average readers of accountant’s reports, 
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and in some cases other accountants 
themselves, may not be able to deter- 
mine which comments are of sufficient 
importance to require a qualified opin- 
ion. Where no opinion, or a disclaimer 
of opinion is given, it is incumbent 
upon the accountant to indicate the 
specific reasons therefor. 

Having decided upon the manner in 
which the certificate is to be shown, 
the accountant is confronted with the 
problem of the order in which his 
comments are to be presented. Gen- 
erally, the question of determining the 
order in which the comments are to 
be presented is a matter to be resolved 
in the light of the particular circum- 
stances of each report. Where the re- 
port is rendered at the conclusion of an 
initial engagement, or where it is con- 
templated that the report will be used 
by a prospective purchaser of the 
business, a brief history of the concern 
should undoubtedly be given first. In 
reports for subsequent years this in- 
formation would no longer be of any 
importance and should not be repeated, 
but comments regarding any important 
changes occurring in the organization 
during the period under review, such 
as a reorganization, the acquisition of 
a new subsidiary, or the funding of 
a pension plan for employees, should 
generally be commented upon first. 

Although the accountant should sub- 
mit comments with respect to impor- 
tant matters only, some items may take 
precedence over others from the stand- 
point of importance, and should possibly 
be shown first regardless of the order 
in which they may appear in the finan- 
cial statements. 

If none of the aforementioned factors 
are to be considered as influencing the 
auditor’s intentions insofar as the ar- 
rangement of comments is concerned, 
the following may be considered as pos- 
sessing a logical and accepted approach 
to the problem of arrangement. 

I have attempted to summarize be- 
low certain typical material and com- 
ments with respect thereto which I 
believe can generally be comprehended 
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in reports. It is not intended that the 
following serve as anything more than 
a guide in the preparation of comments, 
since the inclusion of all or any portion 
thereof is a matter that can be deter- 
mined only in the light of the particular 
engagement arid set of facts on which 
the accountant is to make his report. 
By the same token, it should be under- 
stood that the comments to be used in 
any particular report should in no man- 
ner be restricted to the following sub- 
jects, either as to their nature or as 
to the discussion relative thereto. Every 
engagement has its own peculiarities 
and problems and must be considered 
at all times from a purely objective 
viewpoint. 


Operations 


The transfer of emphasis in recent 
years from the balance sheet to the in- 
come statement has resulted, generally, 
in showing comments with respect to 
operations before those pertaining to 
balance sheet items. 

Comments on operations usually re- 
quire a deeper application on the part 
of the auditor than do comments on 
balance sheet items, but an intelligent 
appraisal of the salient features of the 
concern’s operations are usually more 
appreciated by clients. 

As a general approach to this subject, 
it is normally appropriate to present a 
summarized statement of income in 
comparative form showing the relation- 
ship in percentages of the various in- 
come and expense items to net sales. 
It may also be significant to show in 
some detail the composition of certain 
groupings and to comment on their 
comparative relationships and varia- 
tions. Important variations between 
years should be explained. 

The use of ratios in this section of 
the report, in order to emphasize cer- 
tain relationships or changes from prior 
years is a matter that should be given 
thorough consideration by the report 
writer. Certain ratios which can be 
used to advantage ave the accounts re- 
ceivable turnover, inventory turnover 
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(which may be shown in the inventory 
comments), earnings per share of com- 
mon stock, net sales to property invest- 
ment, proportions of net income dis- 
tributed to stockholders in the form of 
dividends or retained in the business, 
and many others. 

Intelligent comments concerning op- 
erations provide a fertile field for the 
accountant to show to good advantage 
the excellent services in statement an- 
alysis and interpretation that can be 
rendered to his client. 


Financial Condition 

Before commenting on the various 
balance sheet items, some general state- 
ments as to the over-all financial con- 
dition may be made. These comments 
may start out with a comparative sum- 
marized balance sheet, prepared so as 
to reflect the amount of working capital 
and current ratios, and arriving at a 
figure representing the stockholder’s 
equity. 

An extremely important presentation, 
which is being used more and more 
in auditors’ reports, is a summary 
usually described as a statement of the 
source and application of funds. It is, 
in simple terms, an exposition showing 
the amount of money received or earned 
during the year and its disposition or 
reinvestment in the business; its im- 
portance in comment reports cannot 
be overemphasized. 

In addition, it may be desirable to 
prepare an analysis in comparative 
form of the various elements com- 
posing current assets showing the per- 
centage relationship of each item of 
the current assets to the total. 


Cash 


If the composition of the cash balance 
is not shown in the balance sheet, 
details thereof may be shown in the 
the comments. Analysis of the total 
may be made as to types, e.g., cash 
in banks, petty cash funds, and change 
funds, or a breakdown might be given 
showing the cash on deposit at various 
locations or by names of depositaries ; 
petty cash funds and change funds may 
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be shown by location or by name of 
custodian. 

In some instances, there may be 
cash representing time deposits, or cash 
funds may be segregated, either solely 
for statement purposes or by actual 
deposit in separate bank accounts, with 
respect to special property funds, sink- 
ing funds, and the like. These elements 
of cash would not, of course, be re- 
flected in current assets, but it may 
be desirable to comment thereon under 
the same general caption. 

Verification of petty cash funds some- 
times discloses the existence of an 
unusually large amount of advances and 
unreimbursed expense vouchers which 
the accountant has deemed to be of 
sufficient importance to reclassify as 
such for statement purposes. Descrip- 
tion of these items may very well be 
presented in the comments. 

With respect to the work performed 
by the auditor in connection with his 
verification of the various elements of 
cash, brief statements to the effect that 
cash on deposit was verified by certi- 
fications obtained from the depositaries, 
reconcilements of bank balances were 
prepared or reviewed, and cash on hand 
was counted, should suffice. 


Accounts Receivable 


Classification of accounts receivable 
as to amounts due from customers, 
officers and employees, and others, 
where significant, is normally reflected 
in the balance sheet. If the classification 
of these items is not material for state- 
ment purposes, the pertinent details 
could be shown in the comments. 

The confirmation of accounts re- 
ceivable is considered to be a generally 
accepted auditing procedure, and in 
every instance where confirmation of 
the accounts receivable by direct com- 
munication with the debtors is not 
performed, this fact must be disclosed 
in the accountant’s certificate, assuming 
that the accounts receivable in question 
are material in amount. 

Where confirmation of accounts by 
direct communication with the debtors 
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was made, the type of confirmation 
used, either negative or positive, or 
possibly a combination of both, may be 
mentioned. If the client is not familiar 
with the two types of confirmation 
forms, it would be appropriate to ex- 
plain the points of difference. 

A presentation, either in narrative 
or tabular form, could be given showing 
the extent of the auditor’s confirmation 
test of the accounts and the extent of 
replies received, both as to dollar values 
and number of accounts. Any impor- 
tant exception taken by debtors in their 
replies should be reflected in the com- 
ments, even though the client may have 
been apprised thereof previously. In 
certain engagements, especially in bank 
or brokerage audits, it is necessary to 
include a list of accounts for which 
confirmation replies were not obtained. 

It is usually desirable to prepare an 
analysis showing the age of the cus- 
tomer’s accounts, and, since the best 
evidence of collectibility of an account 
is the subsequent receipt of the monies 
due, a summary incorporating both 
the aging of the accounts and collec- 
tions thereon (usually to a date subse- 
quent to the balance sheet but occurring 
during the time of examination) may 
be presented somewhat as follows: 

Accounts collected to February 3, 

1950 (as shown by the records)... 

Accounts uncollected : 

Not over three months old—Octo- 
ber to: December... ccc00s ca 
Over three months but less than 
oe months old—July to Septem- 
CP ccc rccccccccsccescccsesece 
Over six months but less than nine 
months old—January to June... 
Over ONE VEAP OG osc. cecccccses 


"POLAR ie secaieleb ees cectaseent 


The auditor may express his opinion 
as to the collectibility of the accounts 
receivable and the adequacy of the 
related reserve for doubtful accounts. 
This opinion should be based upon a 
review of the accounts with a respon- 
sible official, together with any other 
steps the auditor may take in order 
to assure himself that the clients’ rep- 
resentations in this respect are well 
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formed and not beclouded by false 
optimism. It may be advisable to de- 
scribe the basis on which the provision 
for doubtful accounts is created, such 
as a percentage of net sales, etc. If the 
reserve includes specific provision for 
certain doubtful accounts, it would be 
appropriate to indicate the amount of 
such accounts, and perhaps the names 
of the customers. 

A statement to the effect that the 
detail accounts were found to be in 
agreement with the control accounts 
is normally not required. However, if 
they are not in agreement, and the 
difference involved is considered ma- 
terial, then a statement to that effect 
should be made. 

If any accounts are hypothecated or 
said to be secured, in whole or in part, 
a brief discussion of the terms of the 
hypothecation agreement, description of 
the security held as collateral and its 
value, etc., may be desirable. 

If, during the course of the examina- 
tion, any unsatisfactory conditions re- 
lating to accounts receivable is dis- 
covered, even though it is not possible 
to determine the significance of the con- 
dition at the time, it should be brought 
to the attention of the client in the 
report (or by separate letter). This 
should be done even though the matter 
may have been discussed previously 
with the client. 


Notes Receivable 


The foregoing observations as to ac- 
counts receivable apply in some measure 
to notes receivable, with the additional 
factor to be mentioned that the notes 
were inspected. In an engagement with 
which I am familiar, the client requests 
that a detailed listing be included in 
the report comments, showing all notes 
due from employees, including date of 
note, employee’s name, and ainount. 


Marketable Securities 


Comments on this type of asset 
usually include reference to the related 
accrued interest account, and will gen- 
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erally include a statement to the effect 
that the securities were inspected or 
confirmed by the depositary or other 
holder. It is sometimes desirable to 
prepare a tabulation showing the princi- 
pai amount or number of shares held, 
complete description of the security, 
book value, market value, income re- 
ceived during the year, and accrued 
interest. If it is the policy of the 
client to amortize bond premiums and/ 
or discount, that factor and the basis 
used may be commented upon. A state- 
ment of purchases and disposals of 
securities during the period under re- 
view, together with any resulting profit 
and loss, may also be informative and 
desirable. 


Inventories 


Clear and concise comments by the 
auditor as to his work on inventories, 
and the relationship of purchasing and : 
pricing policies to operations, can be 
extremely valuable to his client, and 
to others. 

It is customary for the accountant 
to state what he has done to satisfy 
himself in his inventory verification, 
both as to the quantities and the pricing 
of the inventories. His remarks might 
include reference to the fact that he 
was present at the time physical inven- 
tories were being taken, and that he 
satisfied himself with respect to the 
quantity features of the inventory by 
observing the counting procedures fol- 
lowed by the company’s employees and 
making test counts of quantities him- 
self, and that tests of prices and ex- 
tensions were made to the extent that 
he could rely on the inventory pricing 
as a whole. 

Classification of inventories in addi- 
tion to that shown in the balance sheet 
may be appropriate, especially where 
it is desired to comment further upon 
costs, turnovers, “loss-leaders”, and the 
like. Where the client’s organization 
consists of several branch houses, clas- 
sification of inventory as to location 
may be made. 

As previously mentioned, account- 
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ants are exceptionally well qualified to 
analyze financial reports and _ state- 
ments, and to evaluate the significance 
of facts discovered by them during the 
course of their examination. In the 
matter of inventories, this factor is 
especially true. Imagination and initia- 
tive on the part of the auditor in the 
verification of inventories, and inquiry 
into the relationships of gross profit 
margins by type of product, by location, 
or by many other ways, may disclose 
conditions which might result in even- 
tual hardship or financial embarrass- 
ment to the client, if they be allowed to 
continue. The accountant can perform 
immeasurable service to his client in this 
respect if his studies, for example, in- 
dicate that inventory turnover of a 
certain product had decreased to a 
point where either additional sales pro- 
motion was necessary, or the product 
should be discontinued in a particular 
location or even on a company-wide 
basis. Any matters of a similar nature 
which come to the attention of the 
accountant during the audit may well 
be commented upon in the text of his 
report. 

Where a change in policy relating 
to inventory practices has been effected 
during the period under review, and the 
effect upon operations and the com- 
parative financial position of the client 
is significant so that reference there- 
to has to be incorporated in the 
accountant’s certificate and suitable 
footnotes appended to the financial 
statements, additional elaboration there- 
on would be most appropriate in the 
comments. 


Property and Related Reserves 
for Depreciation 


Where classification of property ac- 
counts is not shown in great detail in 
the balance sheet, such details may be 
shown in the comments. In certain 
cases where there are a considerable 
number of property classifications they 
may be shown in a separate schedule 
and possibly summarized in the com- 
ments, 
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Information with respect to the 
changes in the property and reserve 
accounts during the period under re- 
view is normally welcomed by clients. 
If the volume of such changes is con- 
siderable, it is well to present such 
information in the form of a summary, 
or else they may be commented upon 
in narrative form. This presentation 
may be supplemented by showing the 
major property additions during the 
year by type and location. 

It is sometimes desirable to prepare 
a summary showing the gross book 
value of various classifications of prop- 
erty and the related reserves for de- 
preciation and to include therein the 
depreciation rates and the percentage 
relationship of the reserve to the related 
asset. 

Where distribution of the annual de- 
preciation provision is made to a 
number of accounts or departmental 
operations, a summary setting forth 
such data may be quite informative, 
especially where comparative figures 
for, say, the last two or three years 
are also shown. 

The public accountant is not an ap- 
praiser or an engineer; however, he 
does have a responsibility in deter- 
mining that the depreciation provisions 
are at least reasonable within a broad 
range and have been computed on an 
accepted basis. If the accountant finds 
that the basis used, or the rates em- 
ployed, are such that they appear to 
be completely out of line or irregular, 
whether deficient or excessive, the ac- 
countant should request that proper 
adjustment be made, and if adjustment 
is not made he must qualify his cer- 
tificate accordingly and comment fully 
thereon in his report. Similarly, if the 
client has made changes in rates, or 
has revised the estimated remaining 
life of the properties, this fact should 
be mentioned in the comments, even 
though the effect may not be of suffi- 
cient importance to require reference 
in the accountant’s certificate. 
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Deferred Charges 

Deferred charges are generally not 
shown in any great detail in the balance 
sheet, and a summary of the items 
contained therein together with brief 
mention as to their verification, reason 
for deferment, and basis of amortization 
should be shown in the comments. 

It is appropriate to present at this 
point the amount of insurance coverage 
carried by the client, and to comment 
on any deficiency or excess in relation 
to current replacement values which 
may be noted by the auditor. With 
respect to the amount of insurance 
carried on inventories, property, etc., 
it would be appropriate to make refer- 
ence thereto in the comments pertaining 
to those assets. 


Other Assets 

The following discussion deals not 
only with those items which may be 
classified specifically in the balance sheet 
under this caption, but refers to assets 
which, by their nature, do not fall into 
any of the classes thus far mentioned. 
For example, there may be investments 
and advances to affiliated companies, 
special property funds consisting of cash 
and/or securities, real estate mortgages, 
and other accounts, which because: of 
their significance and nature have been 
classified separately. Whatever their 
nature or amount, they may be worthy 
of intelligent comment with respect to 
audit procedures undertaken, disclosure 
of details of the balances, or transac- 
tions that may have occurred during 
the year. 


Accounts Payable and 
Accrued Accounts 


A summary of the amounts com- 
posing the respective balance sheet 
figures and further detailed classifica- 
tion thereof, together with a_ brief 
observation with respect to their verifi- 
cation is usually desirable. 


Federal Income Taxes 


The importance of federal income 
taxes on the operation of present day 
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business cannot be overemphasized. 
Reference could be made to any unusual 
factors involved in the composition of 
the accrual or in the determination of 
the provision for the current year, the 
status of prior years’ taxes as to the 
years which have not yet been examined 
by the Bureau of Internal Revenue, 
existence of proposed deficiency assess- 
ments and the stand the Company in- 
tends to take as to acceptance of the 
agent’s findings, status of claims for 
refund, and other matters of similar 
importance. 


Mortgages Payable 

Additional explanatory detail with 
respect to this account could consist of 
a brief discussion on the origin of the 
mortgages, location of the related prop- 
erties, names and addresses of mort- 
gagees, and a statement could be made 
to the effect that the mortgages were 
verified by means of confirmations ob- 
tained from the respective mortgagees. 


Capital Stock 


Comments with respect to capital 
stock might contain reference to the 
manner of verifying the number of 
outstanding shares, and mention could 
be made of any changes that may have 
occurred during the period in connec- 
tion with new issues, purchase or sale 
of treasury stock, increases or decreases 
in the number of authorized shares, 
options granted, etc. 


Surplus 

Generally, the details of earned sur- 
plus will be shown in a separate exhibit 
or appended to the statement of income. 
If there are other forms of surplus, 
such as capital or paid-in surplus, full 
comment with respect to their origin 
and the changes that have taken place 
during the year should be made, when- 
ever details of such changes are not 
shown in the balance sheet, or in sepa- 
rate schedules. 


General 


Some accountants prefer to include 
an appendix in their report. When an 
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appendix is used, it may include addi- 
tional statistical tables, graphs, etc., 
not shown in the body of the comments, 
and present, in summary form, the 
verification procedures followed in con- 
nection with those accounts discussed 
in the comments, and possibly others 
where no comments were presented. 
The philosophy of summarizing the 
various auditing procedures at this 
point in the report, rather than includ- 
ing them in the comments, is based on 
the theory that the normal reader may 
become confused in reading comments 
if they are interwoven with descriptions 
of the auditing steps followed in each 
case. I believe that, in some cases, 
it is quite impossible to disassociate 
general comments from those concerned 
with audit procedures, such as a dis- 
cussion relating to the confirmation 
of receivables. My own feeling in the 
matter is that unless there be com- 
pelling reasons otherwise, such as the 
requests of the client, any references 
to verification procedures should be 
made part of the comment section itself. 

In lieu of presenting certain detailed 
tabulations in the comments, it is some- 
times advisable to present the informa- 
tion in the form of a schedule to the 
financial exhibits. Where this is done, 
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appropriate reference should be made to 
the schedule both within the exhibit and 
in the body of the respective comments. 

Where the accountant deems it nec- 
essary to make recommendations or 
suggestions as the result of his audit, 
they may be presented in the respective 
comments, or in a separate letter report. 
If the recommendations have been, or 
are to be, made the subject of a special 
report, it may be appropriate to make 
reference thereto in the comments of 
the regular report. 

In concluding my remarks I can 
only say that the subject under con- 
sideration has so many ramifications 
that it provides an almost inexhaustible 
field for discussion. Practical limita- 
tions have necessitated that my remarks 
be restricted to an attempt to highlight 
the elements of but one phase of this 
subject. 

There is, to my mind at least, no 
basic difference in the approach to the 
matter of form of report that would 
serve to distinguish the efforts and 
services of, or the problems confronting, 
the small or medium-sized practitioner 
from those of the larger accounting 
firms. It is simply a question of render- 
ing the most valuable service possible 
to our clients. 


ORD 


AN ADIRONDACK VIEW 


When CPAs Meet these days it’s a good bet that their conversation is not entirely 
shop talk. It is more apt to be Korea, our boys, Red China, etc. Wish we knew the 
answers, or could figure them out on a calculator; or find them in a rapid income tax 
finder; or get them on a 96 column work sheet that has to use the office floor for a desk. 


From the mountains two things look clear: 

1. We of the U.S.A. seem to assume that problems get solved by throwing a bunch 
of money somewhere, or inventing a new machine, or building a new building. 
It will take more than a tall, thin skyscraper, shaped like a pad of working paper, 
stood on its end, to make the United Nations succeed. 

2. A successful H-bomb will not bring peace. We got the atom bomb; but where 
is the peace? Bombs may win wars but they don’t win a peace. 


If we applied the accounting approach, we would first try to get all the facts. Is it 
too little rice in Asia, or too many people, or too much communism, or bad religion, or 


ignorance, or ill health, or no television, or our lack of “understanding”, 


or what? In 


applied psychology and sociology we seem to get licked all the time. Perhaps we better 
cut back and ration our technological output and push up our social science produc- 
tion—find out how to influence people and make friends on an international basis. 
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Leonarp Houcuton, CPA 
Of the Adirondack “Chapter” 
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Modern Developments in Financial 


Statements 
By Swwney G. Winter, C.P.A. 


pe subject of modern develop- 
ments in financial statements is one 
seemingly open to a variety of treat- 
ments. It is marked by certain rather 
obvious hazards: disagreement as to 
the period to be regarded as modern; 
an adequate definition of the word 
developments; and differences of opin- 
ion as to what may be covered by the 
term, financial statements. In many 
ways, it would be simpler if one re- 
frained from making appearances such 
as this—it would save him from the 
risk of describing as “modern” items 
which some of you may justly regard 
as “pretty old”, there would be no need 
to determine the number of instances 
constituting a “development”, and it 
would be unnecessary to describe pre- 
cisely what is covered by the expres- 
sion “financial statements.” 

While some definition of terms may 
be regarded as essential to constructive 
discussion, the time to be devoted to 
the framing of definitions may be held 
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to a minimum. It may be well-nigh 
eliminated, in this present case, by a 
slight modification of the subject of my 
remarks—a modification designed to 
permit, within the limits of generally 
accepted practice, each listener to sup- 
ply his own definitions. This, I believe, 
is preferable to a procedure frequently 
encountered—that of the speaker’s 
ignoring completely the subject as- 
signed to him. Accordingly, the subject 
is rephrased to read “Some Remarks 
on What Might Be Classed as Modern 
Developments in Those Exhibits Rather 
Frequently Termed Financial State- 
ments.’ One of our hosts informed me 
that I should feel completely free to 
amplify or limit the subject. I trust it 
will not be claimed that I have taken 
undue liberties. 


As we have all observed, the annual 
report to stockholders, during recent 
years, has tended to become “a thing 
of beauty” if not always “a joy for- 
ever.” In content and format it is 
limited, if at all, chiefly by the imagina- 
tive powers of those charged with its 
preparation. Charts, graphs, pictures, 
cartoons, maps, and other devices have 
been used to dress up and make attrac- 
tive these reports which were long 
limited to cold figures accompanied by 
an equally cold and seemingly imper- 
sonal letter from the president. The 
generous—even abundant—use of color 
has added eye appeal. One still finds 
reports limited to the combination of 
figures and letters, but, even in these, 
there is frequently evidence of an effort 
to achieve presentations which through 
format and typography convey an im- 
pression of dignity and good taste. 
Between the report “in technicolor” 
and the report restricted to the “cold 
figures” (often unappetizing even to 
the expert) lie countless variations of 
the pattern. 

All of us are aware of the sharp dif- 
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ferences of opinion as to the worth of 
some of the techniques used in annual 
reports. Unfortunately, I was not privi- 
leged to attend the Annual Reports 
Forum held here last month, but I have 
read the remarks presented on that oc- 
casion by Chairman McDonald of the 
Securities and Exchange Commission. 
Many of you will no doubt recall his 
reference to those who are wont to treat 
facetiously the “gorgeous technicolor” 
of some of these “travelogues.” I 
would like to endorse the Commis- 
sioner’s statement that, “while some re- 
ports do seem unnecessarily elaborate, 
management’s efforts to make the an- 
nual report interesting and readable 
are to be commended.” It seems a safe 
conclusion that the layman is more 
likely to read financial statements when 
they are presented as part of an attrac- 
tive and informative report. 


Perhaps we should agree here that 
the expression “financial statements” 
connotes, as a minimum, the balance 
sheet, the income account, and a recon- 
ciliation of surplus balances at the be- 
ginning and end of the year. It seems 
likely that our primary interest lies in 
published statements. Usually we have 
in mind certified statements which are 
available, in one way or another, to the 
public. 


A discussion of financial statements 
cannot reasonably disregard the en- 
vironment in which the statements are 
found. It is for this reason that I have 
commented on, and will again refer to, 
published annual reports. I do not wish 
at the moment to enter a controversy 
as to whether financial statements are 
more or less effective alone or asso- 
ciated with other statistical devices, 
maps, pictures, or cartoons. Some con- 
tend that the statements are. amplified 
and made understandable by the use of 
these devices. Others appear equally 
positive that the statements are ignored 
while the reader finds entertainment 
and misinformation in attractively pre- 
sented distractions. 


Of one thing I am confident. It is 
that the accountant must be aware of 


aes? 


the environment in which his state- 
ments are found. He must realize that 
even statements of good character may 
jeopardize their reputations if found 
conscrting with an underworld of 
shady graphs, crooked charts, distorted 
maps, and other devices of low estate. 
It may be well beyond the role of the 
professional accountant to censor the 
contents of his clients’ reports, but he 
should be alert in resisting any presen- 
tation which departs seriously from the 
high ethical principles governing his 
own work. If one would compare 
graphically, on a given page or facing 
pages, data appearing in the account- 
ant’s comparative report, it would ap- 
pear essential that a single scale be 
used. 

It is my opinion that in many annual 
reports there has been a sincere effort 
to portray for the layman in a non- 
technical way the essential details car- 
ried in the financial statements. One 
need not agree that emphasis has al- 
ways been properly placed. Undoubt- 
edly one could find examples in which 
there would be rather general agree- 
ment that a startling presentation of 
certain data may have drawn the read- 
er’s attention away from equally im- 
portant but less favorable data carried 
in the statements alone. That graphic 
presentation throughout the body of the 
annual report often leaves something 
to be desired is a characteristic shared 
by the financial statements themselves. 

The goal of financial statement and 
annual report preparation may be 
summed up in the word, adequacy. 
Adequacy is to be considered both 
quantitatively and qualitatively thereby 
assuring oft-mentioned adequate dits- 
closure. There is continuing evidence 
that progress toward the attaining of 
this goal is being made. I do not over- 
look encounters with those statements 
which prompt the conclusion that the 
accountants or the management, or 
both, remain ignorant of, or unim- 
pressed by, important trends of the 
past ten or fifteen years. We must not 
overlook the fact that the educational 
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process moves slowly, very slowly. 
Patience is probably a greater virtue 
than is the crusading spirit. 

One of the major developments in 
accounting statements is the providing 
of more information. It is rather com- 
mon to present a relatively detailed ex- 
planation of the principles followed in 
consolidating accounts. Investments in 
foreign subsidiaries may have, as in the 
reports of the National Dairy Products 
Corporation, Quaker Oats Company, 
United States Rubber Company, 
United Fruit Company, and others, an 
adequate breakdown showing separate- 
ly-owned companies in the United 
States, in Canada, in England, in con- 
tinental Europe or such other detail as 
might be of value to the reader. One 
finds wholly-owned companies segre- 
gated from partially-owned companies, 
sometimes with a specific reference to 
the percentage of ownership in each 
case. 

It is common for the accountant’s 
certificate to contain a reference to the 
notes, or footnotes, or comments accom- 
panying the certified statements. The 
reader is repeatedly warned that the 
statements should be read in conjunc- 
tion with the notes or comments. There 
can be little excuse for the reader’s 
missing these notes, but there are still 
instances in which he may be excused 
for missing their meaning or signifi- 
cance. I hope I am right in the opinion 
that these comments are generally bet- 
ter prepared and more informative than 
was the case not many years ago. An 
interesting example of this tendency 
toward amplification of footnotes and 
of the accountant’s awareness of the 
significance of non-accounting por- 
trayals is found in the 1949 report of 
the United States Rubber Company 
where the certificate states that “the 
accompanying consolidated balance 
sheet and statements of consolidated 
income, consolidated earned surplus, 
and consolidated capital surplus, with 
the financial review, present fairly .. . 
etc.” This financial review is a series 
of comments and analyses covering: 

1. Basis of consolidation fér the parent and 


100 


17 subsidiarics, all but two being wholly 
owned, three being in Canada and six in 
other foreign countries. A small 
Canadian subsidiary was sold during 
1949 and a dormant British selling com- 
pany was liquidated. 

Foreign assets. The basis for handling 

and pertinent comment on results of 

policies followed. 

3. Financial. A statement of funds pro- 
vided and applied. 

4. Inventories. At “cost or market” with 
reserves for intercompany profits in all 
instances, and with cost of goods sold 
on an average cost basis. 


bo 


Without further description, let me 
enumerate the remaining headings in 
the financial review: 

5. Properties, plant, and equipment. 

6. Debentures and serial bank notes. 
General reserves, with an analysis of the 
decrease in 1949, 

8. Parent company income and earned 
surplus. 

9. Employee data. 

10. Litigation, a reference to the remarks 
of the president elsewhere in the report. 


NI 


In preparing this paper, there has 
been no exhaustive research to deter- 
mine how many do this and how many 
do that. Such a counting of noses may 
have some merit but, at best, it points 
up only what is being done at the mo- 
ment. In running through some hun- 
dred and fifty reports, I have tried to 
pick up certain things indicative of 
progress as I view it. Obviously I 
could not overlook other things which, 
in my mind, leave room for marked 
improvement. Chiefly I would ask you 
to consider these things—not to agree 
necessarily with my evaluation of them. 
The citing of specific reports is not to 
be construed as my believing that such 
cases are unique. 

Two concepts appear to be gaining 
wide acceptance. One repeatedly finds 
treasury shares expressed as an unal- 
located capital deduction carried at 
cost. I have long been on record as in 
favor of this practice and I have yet to 
hear arguments which to me warrant 
a change in my position. 

Then there is the matter of the 
“clean surplus account.” I still believe 
that all expirations of assets should ap- 
pear in the income account for the pe- 
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riod in which the expiration occurs or, 
if later discovered, for the period in 
which it is given accounting recogni- 
tion. A feeling of shock is not to be 
avoided when I find, as in the Quaker 
Oats statements for the year ended 
June 30, 1950, a reported net income 
of just over ten million dollars accom- 
panied by a surplus debit amortizing 
trade-marks, trade rights, and goodwill 
in the amount of $10,145,000. 

There has been improvement in the 
matter of presenting comparative state- 
ments. Almost uniformly, amounts are 
presented for the current year and for 
the immediately preceding year. In 
some reports only comparative balance 
sheets, income accounts, and surplus 
analyses appear, no separate statements 
being shown for the year under review. 

A few reports show comparisons for 
twenty-five years, some from the in- 
ception of the company, many for ten 
years. There may be some utility in 
comparative statements for twenty-five 
years or more but it seems that the ten- 
year portrayal should be adequate in 
meeting the needs of the vast majority 
of readers. 

There has been experimentation with 
new titles. Balance sheet data may ap- 
pear as “Our Financial Position.” 
The income account is “Income and 
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Capital: 
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Expense and Earnings Retained for 
Use in the Business.” Many balance 
sheets emphasize “Earnings Retained 
in the Business”, with or without the 
word Surplus shown parenthetically. 
In many statements one finds attempts 
to explain and present in a non-tech- 
nical way the usual balance sheet and 
income account subdivisions, 

More striking than the changes in 
titles are the cases in which there has 
been a sharp departure from the con- 
ventional statement forms. In my early 
experience as a student of accounting 
there were many occasions on which 
the relative merits of the “account 
form’ and the “report form” for both 
balance sheet and income account were 
debated. We may not have reached a 
proper decision as to merit, but we did 
reach the inevitable conclusion that 
practitioners favored the “account 
form” for the balance sheet and the 
“report form” for the income account. 
Currently, there appears to be little de- 
parture from the report form in por- 
traying income and expense summaries, 
but there are increasingly numerous 
examples of the report form’s being 
used for balance sheet data. These may 
follow the old pattern in which the 
total of liabilities is deducted from the 
total of assets to determine the capital: 


As an alternative, the presentation may be: 


Bait leit ans snes astiaiee hel oe estas sure eere 
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Represented by: 


Contributed for shares ....<éiccse scons 


Earnings retained for use in business 





cnt Gareermegiee $ 7,000 
head ae 10,000 $17,000 
eis ee $ 3,500 
Dd peta ea) 4,000 7,500 
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a eR Te 4,500 $ 9,500 
Deke tien $10,000 
es AREA s 4,000 
aa nctadge ae $ 6,000 
BN BS Sy $ 7,000 
EET Ee 3,500 
SH 3,500 
eden $ 9,500 
are aaeeaaan $ 5,000 
RE RINE 4.500 
$ 9,500 
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A third arrangement has appeared: 
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A fourth grouping is illustrated in the Weyerhaeuser ‘Timber Company’s 1949 
report. This may be summarized (000 omitted) : 
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Stockholder’s interest represented by: 
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It should be understood that this 
summary is used to illustrate the gen- 
eral arrangement of asset, liability, and 
capital items and that it makes no at- 
tempt to reproduce the details pre- 
sented in the company’s statement of 
consolidated financial condition. 

It is obvious after only limited in- 
spection of some of these presentations 
that the arrangement may have un- 
happy consequences if one or another 
of the reported items changes signifi- 
cantly in relation to certain other items. 
“Net plant” may frequently be less than 
the total of long-term debt and capital 
stock. It may be less than either of 
these alone. The resulting “red fig- 
ures” may produce confusion in the 
mind of the reader. A second hazard 
should not be overlooked—that of be- 
ing unable to present comparative 
statements in the given pattern from 
year to year with essential clarity. 

I would by no means suggest that we 
should become and remain strictly 
orthodox. Progress comes chiefly 
through experimentation, the old proc- 
ess of trial and error. Both the ac- 
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countant and management are to be 
commended for any honest attempt to 
improve financial and related state- 
ments through which the results of 
stewardship are reported to the several 
parties at interest. 

There is little need to prolong these 
remarks—perhaps, already, they have 
been unduly long. We can pass over 
such things as improved schedules of 
investments held for other than pur- 
poses of control, schedules of capital 
growth, analyses of employment costs 
and similar items. We should not over- 
look something of an innovation which 
may become an important adjunct of 
financial statements. It is a summary 
of Resources Committed for Next 
Fiscal Year. Such a summary accom- 
panies, for example, the June 30, 1950, 
statements of Meridith Publishing 
Company and should prove valuable to 
stockholders and creditors particularly. 

I might be held remiss in discharg- 
ing my obligation here—and rather 
certainly a changed person to some of 
my friends—if I closed this paper with- 
out mentioning some of the things I 
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do not like. I shall attempt to be both 
brief and temperate, and cite only a 
half dozen items. 

1. There is no place in financial state- 
ments for essentially meaningless 
comments such as 

“Property, Plant, and Equip- 
ment (stated at cost or, as to 
certain properties, at sound val- 
ues as of dates of acquisition, 
less certain adjustments ).” 


2. I object to a certificate’s comment 
on the adequacy of depreciation 
provisions when the reader is ad- 
vised that “No comment on the 
adequacy of depreciation reserves 
is made on the ground that the 
accountants are not technically 
qualified to offer such comments.” 
As I see it, the accountant could 
and should do more. As a mini- 
mum he could recite the principles 
or procedures followed by the 
client and comment on their de- 
gree of conformity with those gen- 
erally obtaining among comparable 
concerns. 


3. The following leaves something to 
be desired: . . the company 
elected to adopt the LIFO method 
of valuing its green coffee inven- 
tory. This election enabled us to re- 
duce the carrying value of this 
commodity to a figure substantial- 
ly below present market value, and 
also reduces our Federal Income 
Tax payments for the year.” The 
comments then go on to relate that 
the inventory was reduced by 
some $700,000 and income by 
some $300,000. It is assumed, I 
take it, that the books are still in 
balance and that something was 
done with the $400,000 not men- 


tioned. 


“ 


4. One of the major deficiencies in 
financial statements is their failure 
to provide analyses of changes in 
reserves, particularly those re- 
serves shown in the liability sec- 
tion or the capital section of the 
balance sheet. 
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5. It is unfortunate that balance 
sheets continue to contain a re- 
serve section into which there are 
dumped and totalled wholly unlike 
credits representing amortization 
of assets, estimated liabilities, and 
earmarked capital. 


6. There are still instances in which 
items normally classed as debits 
(credits) appear as _ negative 
amounts among the credits (debits) 
even though the following of the 
normal procedure poses no prob- 
lem. For example, in a recent 
comparative income statement of 
American Bus Lines, there appears 
in each of the two years among the 
expenses a negative figure repre- 
senting profit on sale of equipment. 
An adequate reason for such proce- 
dure has not come to mind. 


The educational process is a slow 
one, whether inside or outside of the 
educational institution. That a certain 
practice prevails is not proof that it is 
satisfactory, in step with changing 
times, or representative of our best ef- 
forts. Progress is marked by departures 
from the orthodox or established pat- 
tern. We should take every precaution 
that our departures do not become ill- 
considered excursions necessitating too 
frequent strategic retreats. 

There is for all of us a neat problem 
of timing in the discarding of the old 
and the adopting of the new. If we 
jump too soon, we are not only embar- 
rassed by the need for frequent retreats, 
but we are regarded by our more cauti- 
ous friends as dangerously unstable. 
Waiting too long, we lose the value 
which once attended our conservative 
position and find ourselves classed 
among the out-of-date reactionaries. 

Of another thing I am confident. It 
has been a happy experience over the 
years to have even a very small part in 
working with some of those teachers 
and practitioners of accounting who 
have originated and advocated changes 
looking toward the improving of finan- 
cial statements. 
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Cost Accounting for Ice Cream Companies 


By ALEXANDER W. MAcDouGALL 


he general, the majority of the ice 
cream manufacturing plants are de- 
partments of a combination dairy plant 
that produces milk, cream, butter, cot- 
tage cheese and other dairy products, 
as well as ice cream. About 20% of the 
plants manufacture ice cream only, and 
these plants usually have a sales depart- 
ment that sell soda fountain equipment 
and dealers’ supplies. 

This article covers the accounting for 
ice cream operations, only. However, 
when we speak of an ice cream plant, 
it could very well be the ice cream de- 
partment of a combination dairy. 

Most ice cream plants are separated 
into cost centers or departments. The 
usual indirect or service departments 
are: Delivery, Sales, Garage, Electric 
Cabinets, Power and Refrigeration, and 
Administrative and General, with Ad- 
vertising as a sub-department under 
Sales. The direct or productive depart- 
ments are Mix, Freezing, Packaging, 
Storage and Laboratory. 

he nature of the product leads to a 
production order system of accounting 
and control being used. There is prac- 
tically no work-in-process inventory, as 
all mix produced in one day is usually 
made into ice cream the day it is pro- 
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duced. Therefore, the inventories con- 
sist of raw materials and finished goods. 

The basic cost information orginates 
on work papers and special forms. Most 
of these are originated by other depart- 
ments and the accounting department 
summarizes, prices and extends the 
forms as they are received from the 
other departments. 

Usually a standard purchase requisi- 
tion, purchase order, and receiving sys- 
tem is used. Our material costs are 
determined by the use of two special 
forms or reports. The first is a Daily 
Mix Batch Report (see sample on page 
108). This form has space for listing 
all the ingredients used in making a 
mix, such as cream, milk, sugar, flavors, 
fruits, stabilizers, etc. One of these re- 
ports is prepared by the production 
department for each mix that is to be 
made. It serves as a production order 
and, after the mix is made, it serves as 
a production report. The mix batch 
reports for each day’s production are 
forwarded daily to the accounting de- 
partment. They are summarized at the 
end of the month, a summary being 
made for each kind of mix made during 
the month. The average unit cost for 
each material is entered and extended. 
This gives us the material cost for each 
type of mix for the month. 

The second form or report the ac- 
counting department receives from the 
production department is the Ice Cream 
Freezing Report (see sample on page 
107). This report has space for listing 
the quantity and type of mix, the fruits, 
nuts, candy and other material used. 
It also serves as a production order to 
the freezing and filling department. 
This department fills in the quantity of 
mix, materials, etc., used and the quan- 
tity of finished product produced and 
sent to the storage or hardening room. 
In the case of transfers from one kind of 
product to another this report is used. 
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These reports are received daily and are 
summarized at the month-end by flavor 
and size of package. The average unit 
cost of the materials, including the mix 
cost, is entered and the amounts are ex- 
tended and totaled, giving us the mate- 
rial cost by flavor and package size for 
all products produced. 

The use of receiving records and 
daily inventories of mix and cream in 
connection with these two reports re- 
ferred to above enables the accounting 
department to keep a daily record of 
butter fat gain or loss. As butter fat is 
one of the major items in manufacturing 
ice cream that is subject to loss, a daily 
record of butter fat gain or loss is of 
vital necessity to management in con- 
trolling material costs. The butter fat 
gain or loss is determined in the follow- 
ing manner: The opening inventory is 
added to the day’s receipts to give us 
the total amount of butter fat in raw 
materials to be accounted for. The 
amount of butter fat in the closing in- 
ventory plus the amount used gives us 
the amount of butter fat in raw mate- 
rials accounted for. The difference in 
the two totals is the gain or loss of 
butter fat in handling raw materials. 
The butter fat used from above plus 
the butter fat in the opening mix inven- 
tory gives us the butter fat in mix to be 
accounted for. The butter fat in mix 
used plus butter fat in the closing mix 
inventory gives us the amount of butter 
fat in mix accounted for. The difference 
is the gain or loss of butter fat in mix 
making. The butter fat in mix used 
from above compared with the butter 
fat in the products produced gives us 
the butter fat gained or lost in ice cream 
making. The total of the above three 
gains or losses gives us the total butter 
fat gain or loss for each day. This total 
is accumulated for each month. 

The same kind of records are kept on 
solids not fat (S, N. F.). 

The plant production department 
provides the accounting department 
with a daily report of hours worked on 
each item produced that day by flavors 
and size of package. This report when 
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summarized at the month-end gives us 
a basis for the proration of labor and 
expense in the production departments. 

Transfers to and from are shown on 
the freezer room reports and the totals 
for the month are taken from the sum- 
maries. An example of a transfer is 
when slabs of ice cream, called pans, are 
taken out of storage and cut into bricks 
or sliced and made into ice cream sand- 
wiches. This would, of course, be a 
transfer from pans to brick or sand- 
wiches. 

Manufacturing gains or losses are 
also determined from the summaries of 
the freezer room reports. An example 
of a loss is the loss sustained when a 
pan is sliced into brick and then sliced 
into six or eight slices per quart. There 
is a loss in this operation where the 
blades cut. 

In some cases items manufactured by 
other ice cream plants are purchased. 
These are reported by the accounts pay- 
able department. The reason for outside 
purchase is a dealer demand for an item, 
usually a novelty, that is not great 
enough to warrant production by our 
plant but still large enough that it can 
not be ignored. Or, ice cream plants 
that serve two or more states or sections 
of states may find the laws of the state 
in which they do only a little business 
will not allow an ice milk bar to be sold. 
As most of their business is in the state 
that allows ice milk bars they produce 
such a bar for the dealers in that state 
but it is more economical to buy an ice 
cream bar than to manufacture it in 
their own plant for the dealers in the 
other state. 

The production department, under 
the supervision of the accounting de- 
partment, takes a physical inventory of 
the storage or hardening room on the 
close of business on last day of each 
month. This inventory is priced at the 
cost to manufacture of the preceding 
month. 

Dump, Gratis and Laboratory Test 
ice cream is determined from sales slips 
and requisitions on the storage room. 

All of the foregoing information is 
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brought together in the accounting de- 
partment and used in compiling the 
monthly Cost Report-Manufactured 
Products (see sample on page 109). 
One of these reports is made for bulk, 
one for package, and one for novelties 
and specialties. An examination of the 
sample discloses that the report has one 
major column that is divided into four 
sub-columns. On the Cost Report for 
Bulk we use four major columns: one 
for total, one for standard bulk, one for 
sherbet and one for standard pans, The 
sub-columns are used for gallons or 
pounds, pounds of butter fat, a per unit 
column, and an amount column. In the 
case of novelties and specialties we may 
use aS many as ten or more major 
columns. 

Lines 1 through 11 are used to record 
the various types of mix used. Lines 14 
through 20 are used to list the Trans- 
fers From. Lines 21 through 30 are 
used to list other materials such as 
Fruits, Flavoring, Coloring, Sandwich 
Cakes, Cones, etc. Line 31 is used 
to record Manufacturing Gains or 
(Losses). Line 33 is used to record 
Total Material Cost per gallon. Line 
35 is used to record Labor and Expense. 
Line 37 is used to record Total Cost to 
Manufacture. Line 39 is used to record 
Outside Purchases of Finished Prod- 
ucts. Line 41 is used to record the sub- 
total. Line 43 is used to record the 
Opening Inventory. Line 45 is used for 
the sub-total. Line 47 is used to record 
the Closing Inventory. Line 49 records 
the Balance to Account For. Lines 51 
through 60 are used to record Transfers 
To. Line 61 is used to record Inventory 
(Gains) Losses. Line 63 is used for a 
total of lines 51 through 62. Line 65 is 
used for Total Cost of Sales, 

This form is used in the following 
manner. Mix used plus Transfers From 
plus Other Materials plus or minus 
Manufacturing Gains or (Losses) give 
Total Material Cost. Total Material 
Cost plus Labor and Expense give To- 
tal Cost to Manufacture. Total Cost to 
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Manufacture plus Outside Purchases, 
plus Opening Finished Goods Inven- 
tory less Closing Finished Goods In- 
ventory gives Balance to Account For. 
The Transfers To plus or minus the 
Inventory (Gains) or Losses sub- 
tracted from the Balance to Account 
For give Total Cost of Sales. 

In using this form there are a few 
peculiarities to be noted. The opening 
inventory is priced at the second pre- 
vious month’s Cost to Manufacture.* 
Transfers To, Gratis, and Closing 
Inventory are priced at the previous 
month’s Cost to Manufacture. The dis- 
cards, dump and inventory gain or loss 
ice cream quantities are not extended, 
thereby reducing the number of gallons 
and thus increasing the unit cost of 
sales. 

The other major cost report issued by 
our accounting department is the oper- 
ating report. This report is issued 
monthly and year to date, and compares 
present period operations with cor- 
responding period year ago. No special 
reports are received from other depart- 
ments, all information needed is devel- 
oped in the accounting department. 

The information developed is as 
follows: Gross Sales, Discounts and 
Allowances, Net Sales, Cost of Prod- 
ucts, Container Expense, Gross Profit, 
Delivery Expense, Selling Expense, 
Administrative Expense and Operating 
Profit. A great many operating statis- 
tics are also presented by this report, 
some of which are as follows: Net Sales, 
Gross Profit and Operating Profit on 
a year to date basis; Sales statistics for 
Bulk, Package, Novelties and Total, for 
month and year to date; number of 
routes operated; number of customers 
served and average gallons per custo- 
mer; other statistics, such as % of 
Butter Fat, % Overrun obtained, Cus- 
tomers gained and lost, Advertising 
expense for month and year to date, 
Cabinet expense for month and year to 
date, Truck cost per day operated, Pay- 
roll statistics per department with a 


. This is because when it was priced as the closing inventory of the previous month, 
that month’s current cost to manufacture had not yet been computed. 
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breakdown of regular and overtime. 
This form also carries a comment sec- 
tion for explanation of any unusual 
items. 

One of these reports is prepared for 
each branch and for the main plant, and 
one for the combined operation. Major 
columns are used as follows: one for 
total, one for city routes, one for coun- 
try routes, one for shipping, one for 
dealers’ supplies, and one for army con- 
tracts. The reason for separating army 
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contracts is that such sales are consid- 
ered as plus sales. 

Our management uses the operating 
reports to check on each branch and the 
various departments, Each branch man- 
ager is given a copy of the operating 
report for his branch. We also make 
some graphs from the figures presented 
on the operating reports and furnish 
department heads with copies of the 
graphs that reflect operation of their 
departments. 
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Accounting and Auditing Aspects of a 
Moving Picture Theatre Chain 


By Eric W. WA ttey, C.P.A. 


A GREAT deal could be written on the 
subject of accounting and auditing 
aspects of a moving picture theatre 
chain. However, an article of this type 
will permit only a brief discussion of 
such a broad subject and the following 
cominents will therefore be confined to 
those matters which appear of the 
greatest interest and importance to the 
accountant and auditor. Accounting 
records and procedures as well as audit- 
ing practices of the industry typical of 
those found in other businesses will not 
be dealt with. Although it is very 
tempting to broach the many interest- 
ing operating, financial, and other prob- 
lems of the chain exhibitor, these mat- 
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ters must be omitted for the sake of 
brevity. 


Transactions Relating Mainly to 
Chain Exhibition 


Before delving into the debit and 
credit phases of the subject, let us 
review briefly a few of the more im- 
portant transactions relating mainly to 
chain exhibition. Like those of any 
chain organization, the records and 
accounting procedures of the movie 
chain must furnish the home office 
management with up-to-the-minute op- 
erational results and at the same time 
safeguard the assets of the enterprise. 

Movie exhibition is primarily a cash 
business and the admission ticket is 
the principal item sold. A second very 
important source of revenue in theatres 
is trom the sale of popcorn, candy, and 
numerous other items displayed on 
stands or in vending machines. These 
activities may be operated by the ex- 
hibitor or by concessionaires. Most 
chain exhibitors operate both leased 
and owned theatres. Theatre buildings 
owned in fee often contain, in addition 
to the theatre itself, stores, offices, 
apartments, etc., which produce con- 
siderable revenue in the form of rents. 

The major expense of the exhibitor 
is apt to be the cost of film service. 
This expense includes the license fees 
or rentals paid film distributors for the 
privilege of showing feature photoplays 
(usually any motion picture, regardless 
of topic, of 4,000 feet or over in length), 
short subjects, and newsreels. Feature 
productions are usually licensed on a 
percentage of gross receipts basis or on 
a flat rental basis, that is, a fixed price 
for a certain number of exhibitions. 
Certain variations of the percentage 
method may involve graduated percent- 
ages or guarantees of return for the 
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exhibitor or the distributor. Short sub- 
jects and newsreels are usually licensed 
to exhibitors on a flat or weekly basis. 

Over the years, film rental expense 
and the unsettled liability under film 
contracts have probably been two of 
the most troublesome accounts for ex- 
hibitors’ accountants and auditors to 
deal with. This was primarily due to 
trade practices in effect and to the fact 
that, in spite of the most carefully 
planned accounting system for the re- 
cording of feature film transactions, 
the film buyer carried the key to final 
film costs in his private notebook or 
in his head. It was not unusual for 
final film costs on a feature production 
to remain an estimated figure until 
after an entire season’s (a one-year 
period beginning about September 1) 
product had been played. 

On November 20, 1940, the U. S. 
Government and the five major defend- 
ants and their subsidiaries, in the 
anti-trust proceedings known as U. S. 
vs. Paramount Pictures, Inc., et al. 
executed a written consent to the entry 
of a decree by the United States District 
Court, which laid down certain rules 
for the distribution of film by the de- 
fendants. Since the 1940 date, various 
rulings on the subject have been issued 
by the courts and certain of the defend- 
ants have entered into consent decrees 
which not only govern their distribut- 
ing policies but acquiesce in the divorce- 
ment of their exhibition and produc- 
tion-distribution activities. 

These events have, of course, changed 
film procurement procedures consider- 
ably. It is impractical to attempt a 
presentation here of all the rules, regu- 
lations, and trade customs governing 
feature film procurement, but the fol- 
lowing general observations of practices 
now in effect may be of interest: 

1. Films are not generally licensed until 
they have been trade-shown (previewed 
by exhibitors) in the area. 

2. Films are licensed individually for each 
theatre. 

3. In locations having more than one 


theatre, distributors designate the run 
and clearance time between runs. That 
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is, which theatre, because of seating 
capacity, drawing ability, scale of ad- 
mission prices, etc., may show a picture 
first, second, etc., and how many days 
must elapse before a subsequent run 
theatre may show the picture. In large 
cities, the distributors also designate the 
zone or neighborhood in which a theatre 
is placed. Theatres are often put in 
different areas by competing distribu- 
tors and one distributor may even re- 
vamp his areas for the purpose of cer- 
tain photoplays. 

4. If there is only one theatre in the 
area or if the theatre operator in the 
area is satisfied with the run offered, 
he attempts to secure product on the 
best possible terms for his house. 


5. However, in the event that there are 
two or more houses in an area which 
claim the same run, some distributors 
may offer their product for that run on 
the basis of bids but reserve the right 
to reject any and all bids. After the 
time has elapsed on the bids and none 
are found satisfactory, the distributor 
may open direct negotiations for the 
license of his picture to any exhibitor 
in the zone. 

6. These observations are general and 
there are exceptions in the case of cer- 
tain distributors and in locations where 
local courts or circumstances have 
brought about departures. 


As a rule, film procurement for an 
entire circuit is accomplished by the 
home office film buyer. The terms of 
each rental are contained in contracts or 
booking forms and the theatres may be 
furnished with copies thereof or other- 
wise notified of the pertinent dates, 
terms, and advertising arrangements as 
far in advance of playdates as practical. 
Final payment to the distributor is 
usually made by the home office within 
seven to fifteen days after the final 
exhibition date of the film. In the case 
of percentage engagements, the liability 
will be determined from box office and 
other data submitted by the theatres, 
as commented upon later. First fea- 
tures are usually purchased on a per- 
centage basis while second features are 
often purchased on a flat price basis. 
A distributor may license two pictures 
as a double feature and sell them as 
50/50 billings, 60/40 billings, or %4-%4 
billings, but the terms for each picture 
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must be clearly established in the con- 
tract. 

‘ Rent represents a substantial expense 
of circuits leasing theatres. ‘lheatre 
leases are generally complicated legal 
documents in which the attorneys for 
the landlord and for the tenant have 
amalgamated their best business and 
legal talents. As a result, the terms 
of the various leases may vary in many 
respects. These contracts may cover a 
period of years and provide for an 
annual rental (fixed, percentage, or a 
combination of both) to be paid over 
the life of the lease, how the rental 
will be calculated, the payment of taxes 
and insurance, together with a multi- 
tude of other matters. 


The procurement by exhibitors of 
advertising material and space are not 
uncommon transactions but the so-call- 
ed “co-op” advertising is worthy of 
comment. Co-operative advertising is 
a trade term for that advertising ex- 
pense, shared by the distributor and 
the exhibitor. The distributor’s share 
of the box office receipts on “hit” 
photoplays usually amounts to 35% or 
more on pictures sold on a percentage 
basis, and it may be advantageous for 
him to push a particular picture in 
certain situations by expanding upon 
the exhibitor’s normal advertising. The 
entire expanded advertising campaign 
may be placed by the exhibitor who in- 
serts ads in his local newspaper 365 
days a year and thus obtains a better 
rate than the distributor. A substantial 
portion of the exhibitor’s expenditures 
must be made locally at the theatres 
while the final film settlement, less al- 
lowance for co-operative advertising, 
is made at the home office. After final 
settlement with a distributor has been 
made on a particular picture, it may 
be embarrassing for the exhibitor’s 
home office to receive additional vouch- 
ers from theatres for art work and other 
expenses relating to the advertising of 
the photoplay as it is sometimes difficult 
to obtain credits from distributors for 
tardy advertising claims. 

Theatre salaries present no great 
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problems except for the fact that they 
are usually paid at theatres and that 
there is a very rapid turnover in 
certain theatre personnel. Reliance mus; 
be placed on the local theatre manager 
for close supervision of his payroll, 
for which receipts (signed by the em- 
ployees) are usually submitted to the 
home office. Payoffs are witnessed by 
home office auditors or representatives 
when practical. The salaries of engi- 
neers, operators, stage hands, and cer- 
tain other employees are often subject 
to the terms of contracts with labor 
unions and such contracts should serve 
as a guide in dealing with this expense. 

The usual expense items found on a 
theatre profit and loss statement, except 
for certain home office charges, are 
shown on the work sheet illustrated 
below. Except for the items already 
dealt with, such expenses should pose 
no special problems. 


Theatre and Building Forms 


Theatre and building forms are de- 
signed to furnish management with the 
necessary operating and accounting 
data and, in addition, provide the maxi- 
mum accounting checks and controls. 
Forms discussed in the following para- 
graphs represent only the more import- 
ant accounting forms of the chain ex- 
hibitor. Such forms provide certain 
accounting controls at the theatres and 
buildings themselves, and also provide 
the home office with the tools required 
for further follow-up and audit there. 
The more important home office inter- 
nal audit features relating to the 
threatre and building operations are set 
forth along with the description and 
usage of each form. 

The admission ticket is probably 
worthy of first consideration. Tickets 
are generally purchased and distributed 
to the theatres by the home office. Al- 
though some variation exists, the fol- 
lowing ticket practices are general: 

(1) Each ticket contains, among other 


things, the name of the theatre, the 
admission price and taxes thereon, 
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and a serial number. The serial 
number is usua!ly found at both ends 
of the ticket so that the patron’s 
half as well as the half retained by 
the doorman will bear the same 
number. 

(2) Distinctive colors are usually employed 

for each admission price. 

As cashiers go on duty, they are 
generally furnished with a proof sheet, 
a change fund, and rolls or strips of 
tickets to be issued during that price 
period. Proof sheets may be prepared 
in duplicate as the cashier goes off duty 
or at the time of price changes. The 
theatre manager or his representative 
will check the accuracy of the docu- 
ment and receipt one copy for the 
cashier turning in unsold tickets and 
funds. The other copy of the proof 
sheet is retained at the theatre and 
serves as the posting medium in the 
preparation of the daily box office re- 
port. Proof sheets may show the be- 
ginning and closing ticket numbers, the 
number of tickets sold and the gross 
value thereof, refunds, tickets issued in 
error, tickets sold at a discount, passes, 
special or advance sale of tickets and 
cashier’s overages or shortages. Special 
forms are sometimes provided theatres 
for hourly ticket sales reports, season 
pass reports, daily pass-in lists and 
refund envelopes. 

The daily box office report may be 
prepared from cashiers’ proof sheets 
and will show in summary form all 
data contained on the latter form, to- 
gether with any other monies received 
at the theatre from sale of merchandise 
or other sources during the day. A 
special box office report is usually pre- 
pared for midnight shows inasmuch as 
percentage film rentals of such shows 
vary from that of other performances. 
Copies of the daily box office report, 
ticket stubs taken by doormen, door- 
men’s reports, and other required 
forms are usually submitted to the 
home office daily. In the event that 
the current film attraction is rented on 
a percentage basis, a copy of the daily 
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box office report may be prepared for 

certain distributors. 

The daily data which has been fur- 
nished the home office may serve as 
the source of admission and sales statis- 
tics for management; the basis for film 
buying (an attraction may be “pulled” 
or it may be “held over” depending 
upon its success at the box office) ; the 
posting media for the daily cash re- 
ceipts records; and for audit purposes. 
The home office unit assigned to the 
audit of the daily box office reports 
usually confines itself to the following: 

(1) Checking the mathematical accuracy 

of all reports submitted. 

Comparing amounts deposited in banks 
with receipts shown on the daily box 
office reports. 

(3) Maintaining a perpetual inventory of 
admission tickets on hand and used 
by theatres. 

Accounting for all ticket numbers sold 
at one or more theatres by examining 
the ticket stubs submitted by the 
theatres. The theatres to be checked 
may be selected by some plan of ro- 
tation, because of changes in theatre 
personnel or because of suspicious 
circumstances or other information. 
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Weekly statements or cash reports 
(see illustrations on pages 114 and 
115) are prepared by theatre and build- 
ing managers and show all receipts and 
expenditures for the week. Certain 
large circuits stagger the weekly clos- 
ings to fit the exhibition pclicy of the 
various houses and to spread over the 
entire week the work of the home office. 
Weekly statements are designed to 
show as correctly as practical the 
weekly operating results of each theatre 
or building. The weekly Theatre and 
Building reports, illustrated on pages 
116-117, are typical of the reports sub- 
mitted to home offices in the larger cir- 
cuits, while the illustrated Theatre 
Profit and Loss work sheet (pages 
118-119) is used by the home office for 
summarizing by account classification 
the transactions shown on the weekly 
reports and as a source document for 
punch card operation. 

Total cash receipts, as shown on the 

(Text continued on page 120) 
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OTHER RECEIPTS jem R. Ne ninihinedl 
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REMITTANCES FROM HOME OFFICE | 110} . 
BOX OFFICE CHANGE REDEPOSITED | 130| 2 saa | 
RENTS FROM STORES AND OFFICES | 250 | | | 
WELFARE FUND COLLECTIONS | 215 | 749 A 
ADMISSION TAXES COLLECTED — FEDERAL 2/3 Pastures 
— STATE 212 ae 
GROSS RECEIPTS TAX—CITY 230| 58/7) 
PAYROLL DEDUCTIONS — F. O. A. B. — EMPLOYEES' 221 73\33 || 
—U. 1. Cc. —EMPLOYEES' 223 |__| 
FEDERAL INCOME TAX —EMPLOYEES' _ 225 242-9 
STATE INCOME TAX __— EMPLOYEES’ 226 Beal 
CITY INCOME TAX —EMPLOYEES' 227 | 
GROUP LIFE INSURANCE PREMIUMS |214 i 
BLUE CROSS HOSPITAL SERVICE | 310 | | 
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eatre veekly O-sn Report--Contd,) [ 
e, __EMPLOYERS’ SHARE—F.OAB 222 | 73'\33 eae Ie | 
eas — —uUiCc 224 | 33 9'99' 
| | | 
— 470) ot 
RECE, PTS o| PS af) 7S | 
= ] | | \| 
aa Ady. 2o|_ + 89/7E } = 
| 
— —— —s =o aoa ste —— — eee ae | ees tik 
see Ae ke aS es casual ae ee ee 
__MERCHANDISING ACCOUNT - TOTAL CASH RECEIPTS 450 
i TOTAL OTHER RECEIETS _ _ 
= ___ TOTAL CASH RECEIPTS _ 
= ___ LESS— TOTAL CASH DISBURSEMENTS 
— _ EXCESS OF RECEIPTS OVER DISBURSEMENTS 





BANK BALANCE AT BEGINNING OF WEEK 








BANK BALANCE AT_END OF WEEK 
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- ANALYSIS 
; PLAY DATES RECEIPTS Feature Cost SHorTs Cost {MEMO 
TITLE OF FILM— NAME OF ACT socked Dimas! Wyre fo (ictupna ) (incuuome) ATTRACTIONS | CONTESTS sates 
bd ' 
FEATURE xX adits id 72/790 | 7 
MIP WIaNT SOW 625.58, 172,03 | | 
= | { { | 
A ew $ | 37\s~0 | | 
= yo EWS o7|Se | 
S wo RTS /00 - | 
is | | | | . 
ie SH RTS | | 37 £0 | 
- | 
2 —_— | | ' 
a PRoDucTIOW | | | “bY 
4 | { | | 
i { i] | Y 
- i | \ 
5 | 
: | | 
| | | | 
zs 1 \ } } 
| j 
| | a et 
= ' | { 
- TOTAL xxx | xxx 1797339/96 | 7 189\93 R/2\S0 +e 
- : a 


























| HAVE EXAMINED THIS REPORT AND CERTIFY IT IS CORRECT: 
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BUILDING REPORT 
Building ( ) City PE EE A Ree, Lea ¥- 
(Debits—Black) @ For Home Office Use Only @ (Credits—RED} Tab. Punching only . 
TO BE COMPLETED AT BUILDING OFFICE a Increase —Black - 
ict “pp > . 
CHARGES TO TENANTS ACCOUNTS OUNT onan — Tas ry Acciunts | UL necenieanee e 
(PER RENT COLLECTION REPORT) AMOUNT nis aid CODE Receivable || cope Amount 
Ront - Other Sources : i= ie ah aa ee ere 
Rent - Commercial Space Stores and Offices] IF 620 — ee oc ey i oe : |__| oe | 1 Sr) 68 - 
_Electricity & Power mae | 1 $5520 ? _— eee - ae: Se ie eee Te one SBS5\20. = 
_laterest i es) a i Ee ee ee eS ee “ 
Miscellaneous, Water, Heat, Gas 4566 ya a aes | i Pipe oe | _ 4S FO | 
| | | = 
= SD ae ee a ee ee ee ee eee ee ee 
= ee aR a (a a a eS 
TOTAL CHARGES | Zo S3e Aas ; on iy | _ = jabs iis 
Deduct - Rental Concessions | — = ‘e ss — ae, — — 
= dE ae bE 2 ae 
| = ee —|———}— oe ae = 
TOTAL DEDUCTIONS | a Sines 5) ee a = i 
NET CHARGES (2) !4% S30a3 Ls Se ee ¥o S30 \23 $0 $3023 — 7 
CASH RECEIPTS FOR HOME J | | | | a 
AND DISBURSEMENTS USE ONLY | | = 
c | a 
Collections F | | ) 
Ac # | | | | = 
N Rece ~ a eas ime ‘i ‘ | nz 
__ Rental Deposits | s Oe REG Po i ce cathe a 
: oa ey | pte peer: & 
ska prsies 7 
LR © Office 4773 S2 4773 SIE =< foes freee 
Rode eos | | 
Cont ‘ B. and } 
Fed. & State 4. Ins 274 thes ot ei oe Emenee 
- 27 So ee oe ee eee Ee ees 
= a Se St me - 
™ | 
‘ | <i 
' 
j i 
| E 
A TOTAL RECEIPTS : 518527 eae j an i wae al ; 
Note—Item (b), amount of $44,018.29, has not been extended to Tenants 
Accounts Receivable column as funds were deposited in a local home office bank 
account and this item is posted to the Accounts Receivable Control account in the 
General Ledger from the home office Cash Receipts book. 
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“Employees | Contribution to | | | I | —— | t 
F.0.A.8. and Fed. & State I 
Unemployment nnrace 37 ¥\ 24 | 
“Sundry Other re i | i | | | 
N Pedic urnish Details:) 
—_—EEe | | 
27 jo S| it 
ea Wee = — 
_ ees Se 20 a a a ae oe 
| | | | a 
i a Ge * ae | | 1; Lj a A Hi 
Brennan weiss te) | 7730957 17730195 [laste || 7 730 9S 
TOTAL DISBURSEMENTS g 22997 bs | | 
Excess of Receipts | a eae 
» | 
Over (Disbursements) *| 20YfQ0'& 47 S90 ie: 32799128 | re YoS$2 0s et |327992F_ 
o 4 Period MD RG CNS. DETAILS OF EXPENSE DISBURSEMENTS 
CASH BALANCE AT END OF PERIOD * 6 ¥2\ 27 TO BE COMPLETED AT BUILDING OFFICE FOR HOME 
Ce 
Petty Cash Fund | ast - ACCOUNT cope | AMOUNT USE ONLY 
a ee Semen Se ees | 
Fuel and Gas 33S] 
Repairs 
Other Expenses } 
| Salaries 35D 55) 
“MAINTENANCE AND REPAIRS: } 
__Repairs—Genoral FA7'93 
__ Supplies ani | Expenses SS0 3¢ 
SUMMARY OF TENANTS ACCOUNTS RECEIVABLE __ Contracts—Cleaning | | 
TO BE COMPLETED AT BUILDING OFFICE FOR HOME ||___Contracts—Elevator | 
OFFICE | : | 
AMOUNT USE ONLY || OTHER EXPENSES: 3 } | 
“fs 3557 1g 20 _ Advertising 7331 SS 92 | 
“ia maar: do « 9 53a 23 _ Te! ephone—Tel egraph—Postage ie 4 /2 
=: ————— Lb 99 ———| General and Miscelleneous = 13 SB 
= ee sa ee fate ges, Benefit ond an | RIYFSC 
a Lif ae 76 11 al } Stationery and Printing S| 25} | 
— (6 |efefosf' 2g ||} —Seteree —_ = : 
os ‘ [es aie a Me. oe Legs and Professiona’ 39-33 | 
t Vie Colbc%eu| /500\— ae 
———— ~ —[ Management a 
ae = i 33 ] ‘ace 
ae | Office Ex 
___Tor AL DED SUCTIONS 4S 51S 29 a “ co Expense o°0 ailz 
= = ectricity 29-28 
_BALANCE END OF nee Bo JF? G2 a 
yaa 2, 
| SALARIES: 
} Supervision and Clerical | 27el— | 
|| Elevator Operators os | 7 Dow ar | 
| Carpenters—Electrician—Painters on Ys 06 $5 | 
—=—— SSE — = = Porters d Jenitors 273 | | 
FOR ACCOUNTING DEPARTMENT USE pein and Saree ae £46 2? 
| ight Watchmen 2 
Date | By | Date By | er? fo $' T 
] ] fit It dees 
Audited | | | teger | | | | 
i | Remittance i 
| | Register } ) | 
TOTAL EXPENSE, DISBURSEMENTS 
| | | | (Carried To Cash Section Above te) | 7 730\9S 








I have examined this statement and certify it is correct. All bills applying to the current period are included and 


have been paid. 





Manager 


* If receipts exceed disbursements, or if opening or closing balance represents an actual balance, such amount is to be 


typed in the usual manner. 


If disbursements exceed receipts, or if opening or closing balance represents an overdraft, such amount should be 


shown preceded by the letters O. D. 


ORIGINAL -—— THEATRE AUDIT. DEPT, 
DUPLICATE — REAL ESTATE DEPT. 
TRIPLICATE — BUILDING FILE COPY 
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@ THEATRE PROFIT AND LOSS 
19. 
da ccaichoae _ CITY WEEK ENDED ee — 
___OPERATING INCOME 

BOX OFFICE RECEIPTS pil | 1092-00-01 || #9 339 26) 
VENDING MACHINES = |" 10-00-03 S49 $¢S 
TELEPHONE COMMISSIONS | 10-00-04 
CASHIERS' OVERAGES . 1141-00-08 

| 1139-00-06 
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ORCHESTRA SALARIES | 230-13-27 | 
‘STAGE SALARIES 230-14-28 || acy 261 | 
_OVERTIME AND EXTRA SALARIES |_230-15-29 || $o\36!'__| 
_F.O.A.B. & FED. & STATE UNEMPLOYMENT EXPENSE 243-40-30 || 54 /G)|__ 

|| ADVERTISING SALARIES _ AAS, 
NEWSPAPER ADVERTISING 4 bred s 
_RADIO ADVERTISING TeX Rae Se 

“OTHER ADVERTISING 3238,2B/ 
LOBBY DISPLAY | ¥7\0 | 
TELEPHONE, TELEGRAPH AND POSTAGE _|_243-26-98 Ta) _|| 

|| REPAIRS AND RENEWALS ___| 243-27-36 G4 
ELECTRICITY goo 


| 
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FUEL oe 
WATER Se PREIS Lae a 
HOUSE SUPPLIES = 19 
_VENDING MACHINE SUPPLIES | 243.32-41 || 
ELECTRIC LIGHT BULBS coe _|_243-33-42 || 
|| UNIFORMS _ gi i; 7 
THEATRE PARTY DISCOUNTS | 3 
CASHIERS’ SHORTAGES as | 
MISCELLANEOUS _ ee | A233 
_SOUND SERVICE (ir Pain FROM TREATRE) {| 
LICENSES ae ic i 243-45-52 || 
“TAXES _ e. oe ws 7 Sle ie i 243-49-53 ! 
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ee ee eee i aaa || 
see ear ORS I 
TOTAL CASH EXPENSES (7 64 
— = ee ———— c.R.NO i 
PROVISION FOR FILM ADJUSTMENT —__ |_441 | 226.07-26 
_FILM BOOKING EXPENSE 216 | 26 
_GENERAL OFFICE EXPENSE 2 _218_| 233- as || 320) 
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PERIODICAL EXPENSES 443_| 243-42-55 | Ces 
PROVISION FOR MAINTENANCE __|_ 444 | 243-41-56 aoe 
RENT alle a je D _445 234:00:87 | F OAS 
TOTAL HOME OFFICE EXPENSES ! SF FF 
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TOTAL OPERATING EXPENSES 1/7 Rot, oF 
pao Se | 
—______NET PROFIT OR (LOSS) |_a10 26595) 3>5_| 
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DISBURSEMENTS NOT EXPENSE 
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APPROVED. 


| 
_ACCOUNTS RECEIVABLE MISCELLANEOUS (LIST SEPARATELY) | | | xx KX) 
| a | | j | xxx {xx 
| } | xe MI} XX | 
| i aes bee 
| r — 
H a | | EREevirt - 
TOTAL _|_240-09 | 
fe; of s t j | 
|| SUN (1420-20-00) = 340-09 | 
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-FILM BOOKING EXPENSE 216-09 || 26) of. 
ie MISCELLANEOUS _219-09 || || 
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| aes 
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||_ MERCHANDISING ACCOUNT- TOTAL CASH DISBUSEMENTS |__450-09 | _|} 
{ | | | | 
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(Continued from page 113) 

weekly cash report, represents a sum- 
mary of receipts already reported for 
the week on daily box office reports. 
Details of cash disbursements may be 
listed by check number on the reverse 
side of the weekly cash ° report. 
Vouchers and detailed theatre and 
building payrolls, accompanied by re- 
ceipts are submitted with the weekly 
reports. In order that each week will 
stand its proper share of monthly ex- 
penses, checks are sometimes drawn at 
theatres for estimated telephone, gas 
and electric charges weekly. Such 
checks are held until the actual bills 
are received, and after drawing a final 
check for an amount necessary to equal 
the total of the invoice, checks aggre- 
gating the amount of the liability are 
mailed to the supplier. The home office 
is usually reimbursed weekly for film 
service, administrative fees, rent, other 
accrued expenses, taxes collected and 
withheld, together with any excess of 
theatre or building receipts over dis- 
bursements. This practice places thea- 
tre and building cash funds on an im- 
prest basis. 


Home Office Records 


The aforementioned reports have 
supplied the home office with sufficient 
data to permit (1) compiliation of 
fairly complete operating reports for 
the circuit within a short time after 
the close of the week, (2) completion 
of the audit of theatre and building 
receipts and disbursements and (3) the 
recording of local transactions in the 
general books. 

Most of us will probably give our 
blessing to the audit of receipts and 
disbursements. However, the volume 
of documents flowing from theatres and 
buildings into theshome office of a large 
circuit is heavy, and unless constant 
review and supervision is given to such 
audit procedures, we may be wasting 
money and at the same time drift 
into a false sense of security. It is 


unfortunate that all employees perform- 
ing this type of auditing are not of 
CPA caliber, but budgets usuaily do 
not permit a full staff of expensive 
talent for this type of work. 

The recording of theatre and building 
transactions in the general books may 
be accomplished by several methods. 
The weekly reports are readily adapt- 
able to recording on peg-board forms. 
Certain hand posting to the general 
ledger and other records cannot be 
avoided but the peg-board method lends 
itself to rapid summarization and tabu- 
lation into desired groupings of oper- 
ating statements and other data which 
may be converted into permanent rec- 
ords by means of photographic repro- 
duction. Tabulating (punch card) 
equipment is also employed by the 
larger circuits for the purpose of pro- 
viding information relating to profit 
and loss and other accounts. 

The punch card procedure developed 
by one theatre chain has proven most 
effective for the keeping of certain 
sub-ledgers and the profit and loss ac- 
counts. This organization is currently 
able to complete all theatre and corpo- 
rate profit and loss statements within 
two days after the final entries have 
been received. For those who are 
interested in punch card application, a 
summary outline of this exhibitor’s 
procedure* together with a flow chart* 
(which has been keyed to the outline) 
follows: 

1. A check-off control is maintained to 

ensure receipt of all source documents. 


2. Cards are punched and verified daily 
from precoded source documents. 

3. Key punched cards are placed in a 
holding file until the month’s work has 
been completely punched. 

4. At month-end, each type of profit and 

loss current month’s cards is com- 

bined with the previous month’s sum- 
mary cards and sorted by account num- 
ber and functions. 

At this point these cards are run 

through the collator and matched 

against a set of master account cards 
to show up any “impossible” codings. 


un 


* Furnished through the courtesy of Mr. Walter Hoffman of RKO Service Corporation; 


see pages 121-122. 
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FLOW CHART 
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6. Cards are sorted by property and 
company. 

7. A summary report is made and a 
summary card is cut for the net profit 
or loss of each property. 

8. The net profit and loss totals are check- 
ed against the control accounts in the 
general ledgers. 

9. Net summary cards are crossfooted. 
(Previous month accumulation plus 
adjustments of prior months plus total 
current month equals accumulation to 
date. Cash reports and building re- 
ports plus home office equals total 
current month.) 

10. The current month detail and prior 
month cumulative ‘summary cards are 
total-listed and a summary card is 
cut for each account within each 
property. 

11. Net summary cards and account sum- 
mary cards are merged. 

12. Net summary cards and account sum- 
mary cards are total-listed, adding 
account summary cards, subtracting net 
summary cards for a zero balance. 

13. Cards are matched-merged against line 
cards. 

14. Theatre, building, and financial and 
other profit and loss statements are 
prepared using the accounting machine. 

15. Cards for each corporation are sorted 
by corporate account. 

16. Additional consolidated statements are 

prepared. 

Certain expense accounts are selected 

tor sorting. 

18. Corporate analysis of expense report 
is prepared. 

19. The detail cards used to prepare the 
profit and loss statements are sorted 
periodically. 

20. A permanent listing of the detail items 
is prepared. 


The general ledgers, cash books, and 
other books of original entry, together 
with subsidiary records, such as ac- 
counts payable, property registers and 
accrual registers, used by chain exhi- 
bitors do not differ greatly from those 
of other chain businesses. The film 
liability record is perhaps the only such 
record requiring special coniment here. 
This record is usually hand posted from 
information contained on the weekly 
theatre cash reports and shows the ex- 
hibitor’s liability for each theatre in 
respect of each photoplay exhibited. 
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The control section of the ledger will 
show the total liability to each distrib- 
utor for the various photoplays exhi- 
bited. Home office adjustments to the 
film liability record cash reports are 
posted from documents supporting the 
related journal entries, while payments 
to the distributors may be posted from 
the cash disbursement vouchers. 


In addition to the internal audit 
procedures already mentioned, certain 
of the larger exhibitors employ travel- 
ing auditors and sometimes outside 
organizations to perform certain check- 
ing and investigation activities at thea- 
tres and buildings. 


The Independent Auditor 


The extent of the outside auditor’s 
examination of transactions will of 
course depend to a great extent upon 
the exhibitor’s accounting checks and 
controls and on the value of internal 
audit work actually accomplished by 
the client. It would appear that these 
matters should be carefully considered 
before the outside auditor attempts to 
prepare his work programs and other- 
wise plan his examination. 

The nature of the business lends it- 
self very well to the carrying out of 
substantial amounts of interim work. 
Both accounting and internal audit pro- 
cedures and reports can be reviewed 
and the auditor’s files brought up to 
date. Theatre and building transactions 
may be examined for selected periods 
during the year. Analyses of changes in 
capital asset and various other ac- 
counts, including those in the expense 
category, might well be brought up to 
a certain point. A test of admissions 
and other theatre operating income and 
expenses will usually be carried out in 
conjunction with the interim cash ex- 
amination as a substantial portion of 
theatre income and expenses is origi- 
nally reported on daily box office and 
weekly theatre cash reports. 


The examination of feature film ex- 
pense for a selected period is preferably 
carried out during the interim examina- 
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tion. It may be desirable to select 
certain theatres of the circuit and carry 
out desired audit procedures for se- 
lected periods. It may not be practical 
to cover every theatre in the circuit 
during each examination. However, 
the selection may be so planned that 
all the theatres are covered over a 
period of two or three years. The audit 
procedures relating to film expense 
should include a check of the liability 
set up for each photoplay exhibited 
during the period selected for the test 
by reference to cash reports, film book- 
ing contracts, etc., and the final liqui- 
dation of such liabilities. Confirmation 
of liabilities may be attempted in con- 
junction with the interim examination ; 
however, confirmation as of the balance 
sheet date may prove more practical 
and bring in a greater number of re- 
plies. One difficulty in obtaining confir- 
mation of film liabilities lies in the fact 
that most of the distributors maintain 
their accounts receivable records at 
branches throughout the United States, 
which would necessitate confirming 
with each branch with which the circuit 
does business. 

In instances where interim work has 
been carried out along the lines already 
mentioned, the year-end examination 
wil! not differ greatly from that made 
of other chain organizations. Accounts 
receivable will generally consist of rents 
due from tenants and miscellaneous 
receivables from distributors and 
others. However, the amount of the 
receivables rarely constitutes a large 
portion of the assets. Inventories are 
usually of minor importance and con- 
sist primarily of merchandise held for 
sale in theatres, together with material 
and supplies inventories. 

In most instances accounts payable 
consist primarily of liabilities to con- 
tractors for maintenance and repair 
work, admission and other taxes and 
the exhibitor’s liability to distributors 
of film. A portion of this liability 
will represent the approximate amount 
owing for partial playoffs. If a photo- 
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play has been licensed for a five day run 
and only three days of the run have 
elapsed as of the balance sheet date, a 
portion of such rental is set up as a 
liability. In the event of percentage en- 
gagements, the percentage called for by 
the contract is applied to the admissions 
earned on the photoplay as of the bal- 
ance sheet date. It is customary to 
allocate the cost of the flat rentals over 
the days of the week on a 10 unit basis. 
Under this method, one unit is allocated 
to each day from Monday through 
Friday, two units for Saturday and 
three units for Sunday. Thus, if the 
photoplay was rented on a flat basis for 
the five days ending on Wednesday 
and the balance sheet closing came 
at the close of business on Monday, 
34 of the total liability would be set 
up as follows: 


Saturday through 


Monday 6 points 





= or 34 
Saturday through 8 points 
Wednesday 


The remaining items in the balance 
sheet and the profit and loss statement 
are not unusual from the audit view- 
point except as commented upon earlier. 


Outside auditors have been known to 
express dismay at the thought of audit- 
ing punch card records. It has been 
my experience that such records lend 
themselves very readily to auditing pro- 
vided that the auditor’s requirenients 
are made known well in advance and 
that he receives the full cooperation 
of those responsible for the punch card 
operation. For example, let us assume 
that the auditor wishes to review the 
repairs and renewals account and ex- 
amine certain related vouchers. If the 
supervisor of the punch card operation 
has been sufficienlty prepared for such 
a request, he can, without too much 
difficulty, list in detail by property and 
corporation all such expenditures for 
the period. Or if it is desired, he can 
list all items over a given amount. 
Such listings may be prepared to suit 
the auditor’s requirements and should 
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include voucher and other source docu- 
ment re.erences. Generally speaking, 
the same can be accomplished for all 
accounts for which punch cards are 
available. Certain basic auditing prin- 
ciples must, of course, be observed by 
the auditor in dealing with such analy- 
sis, but would not the same precautions 
be advisable in dealing with records and 
schedules prepared manually by his 
client ? 

It does not appear feasible to dis- 
cuss pooling operations and _ other 
types of transactions which are no 
longer entered into by the major ex- 
hibitors. However, in closing there re- 
mains one thought which may be 
worthy of mention concerning the rec- 
ords necessary for a rapid and orderly 
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consolidation of the accounts of the 
many corporations sometimes found ina 
movie theatre chain. Due to innumer- 
able changes over the years in the 
corporate structures of most chain ex- 
hibitors because of bankruptcies, mer- 
gers, sales, acquisitions of various 
types, etc., adequate historical records of 
investments, capital stocks, surpluses, 
and consolidating adjustments become 
an absolute necessity. Time spent at 
each closing bringing such data up to 
date aiid writing complete explanations 
for any changes may seem unnecessary 
while the transactions are still fresh in 
the minds of all concerned, but ex- 
perience with the subject has taught 
many of us the value of having such 
data available. 
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Pointers on the Technique of Writing Audit Comments 


(Continued from page 88) 


is used when the object is spoken of as 
not yet being there. Thus we say, “the 
site of the factory,” but “land pur- 
chased as a site for an office building.” 

After security, for is used; after 
collateral, to or under. 

After purchase, of and from are used 
as follows: “The purchase of land from 
the Midtown Realty Company was au- 
thorized by the board of directors ;” or, 
“The land was purchased from (not 
of) the Midtown Realty Company.” 

That brings us to conciseness, or the 
art of making one word do the work 
of two. Conciseness has been touched 
upon at several points in connection 
with other matters. Clear thinking and 
conciseness go hand in hand. 

There is no need to say that “the 
reserve for doubtful accounts appears 
to be ample to provide for losses in the 
collection of the accounts receivable.” 
All that is necessary is to say that “the 
reserve for doubtful accounts appears 
to be ample.” If we reviewed the ac- 
counts with the credit manager we do 
not need to say that “in his opinion 
they are considered collectible,’ but 


only that “in his opinion they are col- 
lectible.” 

Such expressions as cost price and 
cost value may be reduced to the one 
word cost. The word remains means 
is still and we do not need to say still 
remains. Nor does the word actual 
add anything to the meaning in the 
phrase “by actual count.” If we have 
completed an operation we do not need 
to say that it is fully completed. 

There is a great deal of uncalled-for 
repetition of words in tabulations. Un- 
der reserves, it is not necessary to re- 
peat the word for before each item. 
Also we may usually eliminate, in the 
description of the items, words which 
are contained in the heading; as in the 
following : 

Subscription accounts: 


Unpaid capital stock subscriptions 
Unpaid building fund subscriptions. 


Such a tabulation might better read: 


Subscription accounts : 


Capital stock 
Building fund. 











Applying Auditing Procedure Statement 
No. 23 (Revised) In Practice 


(With Special Reference to Small and Medium-Sized Practitioners) 


By Davin S. SIEceEt, C.P.A. 


_ HIS discussion is primarily intend- 
ed to review the application of 
Auditing Procedure Statement No. 23 
(revised) to the reports of small and 
medium-sized practitioners, but the 
principles involved have equal applica- 
tion to large practitioners. 

I believe that we ought first to clarify 
the distinction between so-called large, 
medium-sized and smal! practitioners. 
Is a large practitioner one who has 
more clients than the number which a 
smaller practitioner serves? I do not 
think so. Rather should the determin- 
ing factors be the size of the client in 
terms of his financial resources, the 
amount of his business measured in 
dollars and cents, the number of per- 
sonnel required to operate his business, 
etc. When the accountant has ex- 
panded his practice to the extent that he 
serves many such large businesses, his 
own organization, of necessity, must in- 
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crease. He then maintains a staff of 
many senior, semi-senior and junior ac- 
countants, and even supervisors, princi- 
pals, etc. In the eyes of the accounting 
profession and the business world he is 
now a large practitioner. 

For the purpose of this discussion, 
let us accept the foregoing definition of 
the large practitioner as a working 
basis, and agree that all other practi- 
tioners who are not large are either of 
medium-size or small. Why, then, in 
the application of Statement 23, should 
any distinction be made between the 
so-called large or small practitioner? 
Perhaps, the reason is that the large 
practioner is not called upon as often 
as the smaller one to determine whether 
the scope of his audit prevents him 
from expressing an unqualified opinion 
on the financial statements under re- 
view. Normally, large business enter- 
prises desire and welcome the extensive 
audits required for the expression of 
unqualified opinions. This is especially 
so if the audit is required in connection 
with stockholders’ reports, SEC re- 
ports, etc., and when the accountant’s 
unqualified opinion is essential and 
must accompany the financial state- 
ments submitted by corporations to in- 
terested parties. In such cases, there is 
no need to determine whether an 
opinion should or should not be ex- 
pressed. The purpose of the auditor’s 
examination is to perform all of the 
auditing procedures required for the 
submission of the usual unqualified cer- 
tificate (see Form A in the Appendix). 

If all audits made by all practitioners 
were conducted for the purpose of ren- 
dering an unqualified report, State- 
ment No. 23 need never have been 
written. However, it was necessary be- 
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cause the auditor is called upon to 
render various types of services as a 
result of which he renders a report. 
Some of these services are not intended 
to result in unqualified opinions, and 
this is equally applicable to large prac- 
titioners as well as to small and medi- 
um-sized ones. The time has not yet 
arrived, if it ever will, when the inde- 
pendent public accountant may insist 
that his client agree to the performance 
of that type of audit which permits him 
to render an unqualified opinion. 

The auditor’s reports which come 
within the purview of Statement No. 23 
may be either long-form or short-form. 
It is with respect to the long-form re- 
port, particularly, that the reader may 
be confused as to whether, in the audi- 
tors opinion, the statements submitted 
present fairly the financial data with 
which they are concerned. This type 
of report often contains pages and 
pages of comments on the various as- 
sets and liabilities, and the income and 
expense items. Yet, when the interested 
party has concluded the reading of the 
report, he must himself determine, if he 
can, whether the auditor has transmit- 
ted an unqualified opinion, or a quali- 
fied opinion, or has disclaimed any 
opinion. 

This difficulty should not be present 
in the short-form report, where the 
comments, if any, generally in the form 
of footnotes, are comparatively few, 
and the audit certificate is clear as to 
the responsibility which the auditor has 
assumed with respect to the statements 
in question. 

Let us apply Statement No. 23 to 
some specific types of auditor’s reports, 
which would not reveal to the reader 
the extent of the auditor’s approval of 
the financial data, if it were not accom- 
panied by a definite assertion of opinion 
or disclaimer. After describing the re- 
port in question, I shall suggest the 
language of the qualified opinion or dis- 
claimer of opinion which appears to be 
applicable. This is merely a suggestion, 
since Statement No. 23 does not con- 
template “that the disclaimer of an 
opinion should assume a standardized 
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form.” Eventually, perhaps, a standard 
disclaimer may be adopted by the ac- 
counting profession, just as the short- 
form unqualified certificate has been 
adopted and is widely used today. 

I have seen Balance Sheets and 
Profit and Loss Statements submitted 
by some accountants on ordinary letter- 
heads, with the intention that they be 
used by the client in connection with 
negotiations with third parties. These 
statements were signed by the account- 
ants in question with no comment as to 
the scope of the examination or opinion. 
Sometimes they bore no signature. 
Obviously, it cannot be clear to the 
reader of the statements whether he is 
examining an unqualified certified 
statement or merely figures transcribed 
from the books. In such circumstances, 
it would be normal for the reader to 
assume that the accountant is accepting 
full responsibility for the correctness of 
the contents of the statements. How- 
ever, there may be no intention at all on 
the accountant’s part to give that im- 
pression to the reader. This type of 
report may take other forms. It may 
appear on stationery, with or without 
the accountant’s name thereon, but 
bound between covers bearing his 
name. At times, it may be in the form 
of a trial balance, with or without ad- 
justments. 

Statement No. 23 requires that the 
foregoing documents be accompanied 
by a statement indicating the extent to 
which the accountant assumes responsi- 
bility with respect to the financial data. 
If the scope of the audit permits an un- 
qualified opinion, the usual certificate 
should be included in the report (See 
Form A in the Appendix). 

Statement No. 23 states that 

“When an unqualified opinion cannot be 

expressed, the accountant must weigh the 

qualifications or exceptions to determine 
their significance. If they are not such as 
to negative the opinion, a properly qualified 
opinion would be satisfactory; if they are 
such as to negative the opinion on the 
statements taken as a whole he should 
clearly disclaim such an opinion.” 

The conclusion which the accountant 

reaches will be determined by him and 
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will be the result of his professional 
judgment. A qualified opinion may re- 
sult, for example, from the difficulty 
of establishing, by standard auditing 
procedures, the fair value of material 
items, such as investments in foreign 
subsidiaries, or investments in non- 
marketable securities; from the failure 
to take a physical inventory in a war- 
time period; from non-confirmation of 
receivables due from U. S. Government 
agencies; from the inability to deter- 
mine the results of pending renegotia- 
tion proceedings, or pending lawsuits, 
etc. If the accountant has satisfied him- 
self by other means as to the fairness of 
the amounts involved, he is justified in 
expressing an opinion subject to quali- 
fication. The qualification may be in 
the form of stating an exception as to 
the scope of the audit or as to con- 
sistency with the method of accounting 
in the preceding year, as well as in the 
expression of the opinion. Form B, 
appearing in the Appendix, is an ex- 
ample of a qualification of the scope and 
the opinion. 

Generally accepted auditing stand- 
ards require that where the auditor 
intends to report over his signature on 
the financial statements of a concern 
in which inventories are a material fac- 
tor, he shall, wherever practicable and 
reasonable, be present, either in person 
or by his representatives at the inven- 
tory-taking and, among other things, 
observe the client’s procedure with re- 
spect thereto. Also, as to material 
amounts of accounts receivable, wher- 
ever practicable and reasonable, con- 
firmation thereof by direct communica- 
tion with the debtors is required. If 
the foregoing procedures are not fol- 
lowed when required, an unqualified 
opinion is not permissible. Form C, 
appearing in the Appendix, is a sug- 
gested disclaimer of opinion to be used 
when accounts receivable and inven- 
tories are not subjected to generally 
accepted auditing procedures. 


The foregoing applies generally to all 
reports, and whether they are year-end 
or interim is immaterial. However, 
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most interim reports are generally is- 
sued by the accountant as part of the 
continuous service rendered to the 
client throughout the year. For that 
type of report, the assets and liabilities 
are not examined and confirmed in such 
a manner as to permit the expression 
of an unqualified opinion. A disclaimer 
appropriate in these circumstances is 
submitted in Form D, appearing in the 
Appendix. 

Quite often accountants are engaged 
to perform limited auditing services 
because the client is not interested in re- 
ceiving an unqualified report nor in 
having an unrestricted audit. For ex- 
ample, he may require the services of 
the accountant primarily for the prepa- 
ration of tax returns, and he requests 
that the examination of the books and 
records be confined to the ascertain- 
ment of only so much information as is 
required for this purpose. In addition, 
he also requests that a Balance Sheet 
and Profit and Loss Statement be pre- 
pared for his own use. Since some 
auditing is done, it would be appropri- 
ate to indicate that fact, but an opinion 
must be disclaimed. Form E, appear- 
ing in the Appendix, is suggested for 
this situation. 

A special situation exists when the 
client’s books are maintained on the 
cash basis. There may be no restric- 
tions on the scope of the audit, and such 
assets and liabilities which are recorded 
in the books may be subjected to the 
usual independent confirmation. How- 
ever, the financial statements prepared 
from such books give no effect to ac- 
crued assets, liabilities, income and ex- 
penses. If the latter are not material, 
the accountant would properly deter- 
mine that their exclusion from the state- 
ments does not negative the opinion. 
Where the amounts are substantial and 
are not included in the statements so as 
to adjust the cash basis books for an ac- 
crual basis report, it would be improper 
for the accountant to state that the 
financial statements present fairly the 
financial position and results of opera- 
tions. This calls for a disclaimer of 
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opinion, as suggested in Form F, ap- 
pearing in the Appendix. 

The foregoing examples deal with 
cases where some, if not all necessary, 
auditing procedures are performed and 
where the accountant’s name is asso- 
ciated with the financial statements. In 
the event that the statements are pre- 
pared without audit and are presented 
on the accountant’s stationery, no com- 
ment by the accountant is necessary, 
but there should appear prominently on 
each page of the statements a warning, 
such as ‘Prepared from the books with- 
out audit.” This is considered sufficient 
compliance with Statement No. 23. 

Financial statements are often pre- 
pared by accountants on plain paper, 
without any indication of the account- 
ant’s name nor of his part in the prepa- 
ration of the statements. In such case, 
it is expected and intended that the 
reader will understand that he does not 
have an accountant’s report before him. 
Obviously, Statement No. 23 is inap- 
plicable here. 

Not only the accounting profession, 
but also those who rely on auditors’ 
reports, require education in the objec- 
tives of Statement No. 23. They should 
be made aware of the significance of 
the auditor’s comments, as it relates to 
the responsibility he assumes or dis- 
claims. At times, we accountants feel 
that not enough attention is paid by 
some clients to the comments in our 
reports, especially in the case of a vol- 
uminous long-form report. In my own 
experience, I have on occasion been told 
by a client that he never reads the com- 
ments. If all who make use of audit 
reports are made to understand the 
purpose of Statement No. 23, more at- 
tention will probably be paid by them 
to the reading matter which is intended 
to be helpful to the understanding of 
the contents of the reports. 

Furthermore, educating the business 
fraternity with respect to Statement 
No. 23 should be helpful in bringing 
home to clients the fact that their ac- 
countants cannot always unqualifiedly 
“certify” their financial statements. 
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They should understand that the audi- 
tor’s opinion is limited by the extent 
of the audit and should realize that, if 
limitations are placed on the scope of 
the auditor’s engagement, the extent 
of the reader’s reliance thereon will 
also be necessarily limited. Unfortun- 
ately, not all of our clients are aware 
of the shortcomings of limited audits 
not only with respect to the account- 
ant’s opinion, but also as to the safe- 
guarding of the assets of the business. 
The effect of Statement No. 23 should 
be to “break the news” to them, and if 
it is universally adhered to by the ac- 
counting profession, it will be impossi- 
ble for a client to take the attitude that 
if accountant A will not render the de- 
sired cerificate then accountant B will 
do so, at no additional auditing cost. 

In. conclusion, some practitioner may 
inquire why all this fuss and bother, 
when the report is intended only for his 
client and is never submitted to third 
parties? Unfortunately, there is no 
guaranty that this will be the case, 
especially if the client insists on a re- 
port with the accountant’s signature 
appended thereto. We auditors are not 
in control of the ultimate disposition of 
our reports, and, for our own protec- 
tion, we should prepare reports with the 
thought always in mind that they may 
find their way into the hands of some- 
one other than our client. 


Appendix 
Form A—Unqualified Opinion: 

We (1) have examined the Balance Sheet 
of X Corporation as of December 31, 1950, 
and the related Statement(s) of Income and 
Surplus for the year then ended. Our (my) 
examination was made in accordance with 
generally accepted auditing standards, and, 
accordingly, included such tests of the ac- 
counting records and such other auditing 
procedures as we (I) considered necessary 
in the circumstances. 

In our (my) opinion, the accompanying 
Balance Sheet and Statement(s) of Income 
and Surplus present fairly the financial posi- 
tion of X Corporation at December 31, 1950, 
and the results of operations for the year 
then ended, in conformity with generally 
accepted accounting principles applied on a 
basis consistent with that of the preceeding 
year. 
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Form B—Qualified Opinion: 


We have examined the Balance Sheet of 
X Corporation as of December 31, 1950, and 
the related Statement(s) of Income and 
Surplus for the year then ended. Except that 
it was not practicable to confirm receivables 
from U. S. Government agencies, as to which 
we have satisfied ourselves by means of other 
auditing procedures, our examination was 
made in accordance with generally accepted 
auditing standards, and accordingly included 
such tests of the accounting records and such 
other auditing procedures as we considered 
necessary in the circumstances. 


Certain contracts with the U. S. Govern- 
ment are subject to renegotiation, and the 
effect thereof upon the accompanying state- 
ments cannot be determined at this time. 

In our opinion, subject to the determination 
of liability, if any, to the U. S. Government 
resulting from renegotiation proceedings, the 
accompanying statements present fairly the 
financial position of X Corporation at Decem- 
ber 31, 1950, and the results of operations for 
the year then ended, in conformity with gen- 
erally accepted accounting principles applied 
on a basis consistent with that of the preced- 
ing year. 


Form C—Disclaimer of Opinion: 


(Accounts receivable and inventory not 
confirmed ) 


We have examined your books and records 
for the year ended December 31, 1950, and 
submit herewith a Balance Sheet at Decem- 
ber 31, 1950, and an Income and Profit and 
Loss Statement for the year then ended. 
Since we did not independently confirm the 
accounts receivable and were not present at 
the inventory-taking, we cannot express an 
opinion on the statements as a whole. 
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Form D—Disclaimer of Opinion: 

(Interim Audit) 

We have made an interim audit of the 
books and records of X Corporation for the 
nine months ended September 30, 1950. In 
accordance with our usual practice in connec- 
tion with interim audits, we did not independ- 
ently confirm the assets and liabilities, since 
this is ordinarily done at the end of the fiscal 
year. Therefore, we cannot express an opinion 
on the statements submitted herewith. 





Form E—Disclaimer of Opinion: 

(Limited Audit) 

Purevant to instructions, we have made a 
limited examination of your books and records 
for the year 1950, primarily for the purpose 
of cotaining such data as were required for the 
yreparation of federal and state income tax 
returns. At your request, we have prepared 
and submit herewith a Balance Sheet at 
December 31, 1950, and an Income and Profit 
and Loss Statement for the year then ended, 
which are in agreement with your books. 
Because of the limitations of our examination, 
we express no opinon on the statements sub- 
mitted herewith. 





Form F—Disclaimer of Opinion: 

(Cash Basis) 

We have examined your books and records 
for the year 1950, and submit herewith our 
report consisting of a Balance Sheet at 
December 31, 1950, and an Income and Profit 
and Loss Statement for the year then ended. 
Your books are maintained on the “cash re- 
ceipts and disbursements method” and the 
financial statements have been prepared on 
that basis. Consequently, they do not reflect 
accrued assets and liabilities of substantial 
amounts. In view of the foregoing, we cannot 
express an opinion on the statements as a 
whole. 
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The Comptroller in the Federal Government 





By X. BENDER TANSILL, C.P.A. 


x ifm term “comptroller” has been 
used in Federal Government circles 
for a great many years. The statute 
which created the Treasury Depart- 
ment (Act of September 2, 1789—1 
Stat. 65) originated the office of the 
Comptroller of the Treasury Depart- 
ment. In the succeeding years other 
governmental comptrollerships were 
established, although the function of the 
particular comptroller varied from 
agency to agency. 

In the recent past both ‘“comptrol- 
lers’ and “controllers” have been set 
up in Government agencies. The post 
of “comptroller” has been established 
in the Tennessee Valley Authority, 
Federal Housing Administration, Gen- 
eral Services Administration, Post Of- 
fice Department, The Panama Canal, 
The American Red Cross, the Interna- 
tional Monetary Fund, the Home Own- 
er’s Loan Corporation and the Federal 
Savings and Loan Insurance Corpo- 
ration. “Controllers” have been ap- 
pointed in the Bonneville Power Ad- 
ministration (Interior Department), 
Commodity Credit Corporation (Agri- 





X. BENDER TANSILL, C.P.A. 
(New York, New Jersey, Indiana 
and Michigan) is a member of our 
Society and of the American Insti- 
tute of Accountants. 

He was formerly associated with 
several national public accounting 
firms, as well as with some large 
corporate enterprises. During World 
War II he was a Commander in the 
Navy, in charge of its Cost Inspec- 
tion Service in Detroit, Michigan. 

Since returning to government 
service, he has been a Special Assist- 
ant with the Office of the Comptrol- 
ler of the Army. His work is chiefly 
in the field of accounting policy for 
the Department of the Army. 











culture Department), Atomic Energy 
Commission, Economic Cooperation 
Administration, Reconstruction Fi- 
nance Corporation and the Federal 
National Mortgage Association.! 

The Department of the Air Force 
was the first military activity to have 
a “comptroller.” The Department of 
the Army soon followed suit. The first 
comptrollerships in these departments, 
which were administrative appoint- 
ments, paved the way for general ac- 
ceptance of the provisions of Title IV 
of Public Law 216, 81st Congress, 
otherwise known as the “National 
Security Act Amendments of 1949,” 
This Act provided for a Comptroller 
for the Department of Defense and 
Comptrollers and Deputy Comptrollers 
for the three’ military departments. A 
statutory existence is now enjoyed by 
the departmental comptrollers in the 
National Military Establishment. 

Not only did Title IV of Public Law 
216 give legislative approval to the 
comptroller function in the Defense 
Establishment ; for the first time in the 
Federal Government the function of 
comptroller was raised to the dignity of 
Secretaryship level. Sec. 401 (a) of 
this law states: 

“There is hereby established in the De- 
partment of Defense the Comptroller of 
the Department of Defense, who shall be 


one of the Assistant Secretaries of 
Defense.” 


Reason for the Present Interest in 
Comptroller Function in 
Government 


The present interest in the function 
of “comptroller” in Government stems 
from recommendations of the Account- 
ing Policy Committee which formed a 
part of the Task Force on Fiscal, 
Budgeting, and Accounting Activities 
of the Commission on Organization of 
the Executive Branch of the Govern- 
ment (more commonly known as the 


1 Congressional Directory, January 1950, Government Ptg. Off., Wash., D. C. 
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Hoover Commission). These recom- 
mendations, in part, were: 

“(a) That each department and other 
establishment have a controller profession- 
ally qualified to discharge the duties of 
his office. 

“(b) That the controller function not 
only as the accounting officer of his organi- 
zation but also as its budget officer. (This 
is aimed at the present lack of coordination 
between accounting and budgeting.) 

“(c) That the controller be given a per- 
manent appointment, subject of course, to 
satisfactory conduct and performance of 
his duties.” 


The Transition of the Function 
of Comptroller 


Originally the Comptroller in the 
Federal Government was one who con- 
trolled fiscal matters, that is, the cash 
aspects of Government. With the ad- 
vent of the Office of the Comptroller 
General of the United States, the audit 
function came to the fore. In line with 
modern thinking, the controller’s role 
in industry is being borrowed, to a 
large extent, by government. Save for 
the question of taxation, the govern- 
mental comptroller has duties and re- 
sponsibilities which practically parallel 
those of his namesake in business. In 
the Army, for example, the Comptrol- 
ler has the whole fiscal responsibility— 
budget, finance, audit,—as well as the 
functions of management engineering 
and progress and statistical reporting. 


The Role of the Comptroller of 
the Army 


The Army Comptroller, from the 
time that office was created by: Secre- 
tary Royall on January 2, 1948, has 
functioned as a member of the Army’s 
top management team. From the be- 
ginning he has had the responsibility 
of formulating, coordinating and super- 
vising “those matters pertaining to 
budget, fiscal, statistical, and manage- 
ment engineering activities of the De- 
partment of the Army.” During the 
latter part of 1948 he acquired the fur- 
ther responsibilities for finance and 
audit. 
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On August 10, 1949, the Army 
Comptroller became Comptroller of the 
Army by statute. Sec. 402 (b) of Pub- 
lic Law 216 (81st Congress) provides 
in part that: 

“There is hereby established in each of 
the three military departments a Comp- 
troller of the Army, a Comptroller of the 
Navy, or a Comptroller of the Air Force, 
as appropriate in the department concerned. 
There shall, in each military department, 
also be a Deputy Comptroller. Subject to 
the authority of the respective departmental 
Secretaries, the Comptrollers of the mili- 
tary departments shall be responsible for 
all budgeting, accounting, progress and 
statistical reporting, and internal audit in 
their respective departments and for the 
administrative organization, structure and 
managerial procedures relating thereto.***” 


In order to implement the provisions 
of Section 402 of the National Security 
Act of 1947, as amended by the Na- 
tional Security Act Amendments of 
1949 ( Public Law 216, 81st Congress), 
Department of the Army Circular No. 
109, dated 15 October 1949, was is- 
sued. Paragraph 2(b) of this circular 
contains a significant interpretation of 
a portion of the role of the Comptroller 
of the Army. It states that: 

“The Comptroller of the Army shall be 
under the direction and supervision of, and 
directly responsible to, the Secretary of 
the Army. He shall have concurrent re- 
sponsibility to the Chief of Staff. His re- 
lations to the Chief of Staff and Vice Chief 
of Staff shall correspond to the relations 
of a Deputy Chief of Staff to those officers, 
and, within his. field, he shall have the 
authority of a Deputy Chief of Staff.” 


More recently the Secretary of the 
Army has delegated the responsibility 
for supervision over the affairs of The 
Comptroller of the Army to Assistant 
Secretary of the Army. 


The Governmental Comptrollers’ 
Immediate Objective 


Comptrollers within the Federal 
Government are faced with the very 
difficult task of modernizing Federal 
accounting. In accomplishing _ this 
change those features of control em- 
bodied in appropriation and fund ac- 
counting must be retained and at the 
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same time management must be fur- 
nished with the tools it requires to 
bring about a proper utilization of men, 
money and material. 

The most difficult immediate mission 
for the Comptroller is the transition 
from the cash basis, otherwise known 
as the obligation and expenditure basis, 
to the accrual or use basis of accounting. 
The serious difficulties with the obliga- 
tion and expenditure basis are first, 
that there has not been a separation in 
the past between operating and capital 
costs ; and second, that inventories have 
not been ascertained in dollar values in 
order that operating results might be 
ascertained. Moreover, most fiscal peri- 
ods differ as between the period of 
obligation and the period of expendi- 
ture and as a result no clearly defined 
accounting period is possible. 

In connection with this situation, the 
Hoover Commission has this to say: 

“There are serious weaknesses in the in- 
ternal operations of the Federal Govern- 
ment in the fiscal field. These weaknesses 
penetrate into the heart of every govern- 
mental transaction. The President’s bud- 
get, as submitted to the Congress annually, 
does not indicate accurately what the costs 
of each activity will be over the coming 
year; and the Government’s accounting 
system, outmoded and cumbersome, does 
not indicate what was accomplished with 
the money spent in the past year. * * * The 
time has come when the budgeting and ac- 
counting system of the Federal Government 
must be modernized. Unless this is done, 
the Congress, the Executive branch, and 
the public will be unable intelligently to 
judge the wisdom of the proposed expendi- 
tures and the effectiveness of past ex- 
penditures.” 


Concerning budgeting and accounting 
in the Federal Government the report 
states further: 

“Present budgeting and accounting pro- 
cedures confuse the Congress and the public 
and make effective administration almost 
impossible of attainment. With this un- 
fortunate situation in mind, this Commis- 
sion proposes a radical revision in the 
Federal Government’s budgetary presenta- 
tion and in its methods of accounting for 
past expenditures. The new structure we 
propose is intended to tell the Congress 
and the public two things: 

(1) ON BUDGETING: What is the 
money wanted for? 
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(2) ON ACCOUNTING: What do the 
taxpayers get for it? 

These two questions lie at the root of any 

fiscal system. * * * Budgeting and account- 

ing go hand in hand. * * *” 


These observations set the stage for the 
Commission’s Recommendation No. 1, 
that of a “performance budget.” The 
performance budget is defined as a 
“budget based upon functions, activi- 
ties, and projects.” 

The paramount task confronting 
comptrollers in Government is, there- 
fore, the wedding of accounting and 
budgeting in such a manner as to pro- 
duce an understandable “performance 
budget.” This necessitates the adapting 
of appropriation and fund accounting 
to the accrual basis of accounting, that 
is, replacing “expenditure and/or dis- 
bursement accounting” with “expense 
accounting.” 

At the present time there are as 
many opinions regarding what a “per- 
formance budget” is as there are ac- 
countants and budget experts in the 
Government. Everyone has his own 
theory. However, there is beginning 
to emerge some semblance of what is 
required in this respect. The Hoover 
Commission stated that it wanted a 
“performance budget” which would 
“focus attention upon the general char- 
acter and relative importance of the 
work to be done, or upon the service to 
be rendered, rather than upon the 
things to be acquired,” such as personal 
services, materials and supplies, equip- 
ment, property, contractual services, 
and so on. The important thing in 
budgeting is the “work or the service 
to be accomplished, and what that work 
or service will cost.” Attention is cen- 
tered on the function or activity in per- 
formance budgeting, not on lists of em- 
ployees or authorizations of purchases. 

One of the first agencies in Govern- 
ment to adopt the “performance” type 
budget was the Atomic Energy Com- 
mission. In its presentation of the 
budget for this year, the activity break- 
down and detailed justifications are 
“based on accrued costs, reconciled in 
total to obligations” for each year by 
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showing increases or decreases in in- 
ventories, other ‘items of working capi- 
tal and unliquidated obligations, as 


“accrued costs plus increases or minus de- 
creases in inventories, working capital and 
unliquidated obligations equals obligations.” 


There is no breakdown of obligations 
by activity or program class or as be- 
tween reimbursable and direct obliga- 
tions. 


On the 12th day of September just 
past, the President signed the “Budget 
and Accounting Procedures Act of 
1950.” This act is the first piece of legis- 
lation in nearly thirty years to require 
the reorganization of accounting 
throughout the Government. The 
Comptroller General has been retained 
as the principal accountant in the 
Federal Service—in this instance the 
recommendation of the Hoover Com- 
mission to appoint an Accountant 
General within the Executive Branch 
of the Government was disregarded by 
Congress. An interesting aspect of the 
new law is the fact that this Act au- 
thorizes but does not require a “per- 
formance” type budget. However, Pub- 
lic Law 216, requiring performance 
type budgets in the Department of De- 
fense and the military departments, is 
still in effect. 

One of the most important changes 
in Governmental accounting which will 
be brought about by the “Budget and 
Accounting Procedures Act of 1950” is 
embodied in Section 116. Because of 
its importance it is quoted herewith: 


“The Comptroller General is authorized 
to discontinue the maintenance in the Gen- 
eral Accounting Office of appropriation, 
expenditure, limitation, receipt, and per- 
sonal ledger accounts when in his opinion 
the accounting systems and internal control 
of the executive, legislative, and judicial 
agencies are sufficient to enable him to per- 


form properly the functions to which such 
accounts relate.” 


This means that the Comptroller Gen- 
eral is authorized to discontinue main- 
taining his own accounts when he be- 
lieves agency systems are adequate. 

Another important change is con- 
tained in Section 117 which directs the 
General Accounting Office to audit 
financial transactions of agencies, with 
due regard “to generally accepted prin- 
ciples of auditing, including considera- 
tion of the effectiveness of accounting 
organizations and systems, internal 
audit and control, and related adminis- 
trative practices of the respective agen- 
cies.” This section also authorizes the 
Comptroller General to make such 
audits at field offices of the various 
agencies, (site audits). 

In conclusion, it might be stated that 
there has been a definite awakening 
within Government to improve its 
budgeting and accounting systems. In 
the past accounting has been of the 
“single entry” variety—the cash-book 
phase. Appropriation and fund account- 
ing stress the accounting for cash and 
the limitations placed upon expendi- 
tures. To see that the appropriation 
language is complied with and _ that 
monies appropriated have been spent 
in accordance with the law required 
the services of lawyers rather than ac- 
countants. However, Congress now 
recognizes the necessity of following 
through to find out what is accom- 
plished with the monies spent. Infor- 
mation and reports dealing with the 
performance of functions and the con- 
duct of activities can be obtained only 
by using principles founded on good 
accounting. It is the accountant’s task 
to modernize the fiscal side of the activ- 
ities in the Federal Government. 
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Conducted by BENJAMIN Harrow, C.P.A. 


Franchise Tax Payments— 
Article 9A 


SS year corporation must 
file its return by May 15th fol- 
lowifig the close of the year. A report 
on the basis of a fiscal year ending 
after July 1, 1950, is due within 3% 
months after the close of the fiscal year, 
The latter requirement is based upon 
a 1950 amendment to section 211.1 of 
Article 9A and became effective Febru- 
ary 21, 1950. 

The law provides for payment of the 
tax in two installments, one-half being 
payable with the filing of the return. 
For fiscal year corporations the second 
installment is payable by the first day 
of the eighth month after the close of 
the fiscal year (section 213.1). 

For calendar year corporations the 
due date of the second installment may 
be one of three dates. If a notice of 
the tax due has been given dated Octo- 
ber 16th or prior thereto, the payment 
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is due on November 15th. If the notice 
is dated after October 16th, the pay- 
ment is due within 30 days of the no- 
tice. If no notice is given, the payment 
is due no later than January 15th. 
Non-payment of the second installment 
by January 15th results in penalties. 

The confusion with respect to the 
due date of the second installment 
would seem to be unnecessary. Per- 
haps the simplest way to correct an 
unhappy situation is to make the due 
date the same for all corporations, 
namely the first day of the eighth 
month following the close of the year, 
calendar or fiscal. To be sure, the ef- 
fect of such a requirement would be to 
advance the due date for calendar year 
corporations by 314 months, but at the 
same time it would eliminate a dis- 
crimination that calendar year corpo- 
rations enjoy, as against fiscal year 
corporations since advancing the due 
date of payments is in line with the 
principle adopted in the Revenue Act 
of 1950 for corporations. 


The Taxable Year—Article 16 

Several members of the Income Tax 
Bureau take issue with my statement 
in the November, 1950, issue of the 
New York State Tax Clinic! that the 
dissolution of a fiscal year taxpayer, 
individual or partnership, closes the 
taxable year of the taxpayer. They 
contend that the taxable year does not 
end with the expiration of the twelve 
month period, even though the tax- 
payer is not in existence for part of 
that period. 

Presumably the Income Tax Bureau 
relies on the provision in section 
358(1) of the Tax Law that a fiscal 
year means an accounting period of 
twelve months. The regulations (Art. 
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12) provides that income must be com- 
puted with respect to a fixed period. 
“Usually (italics ours) that period is 
twelve months, .. .” 

Under the federal law returns for 
periods of less than twelve months are 
recognized. That is particularly true 
where the taxpayer has not been in 
existence for a full accounting period 
(section 47(g), I.R.C.). Thus, a cor- 
poration that liquidates and dissolves 
and goes out of existence before the 
close of a taxable year files a return 
for a short period and is not required 
taeplace its income for the short period 
on an annual basis. A corporation that 
commences business may adopt a fiscal 
year without permission of the Com- 
missioner and its first return may be 
a short period of less than twelve 
months. 


In the case of the death of a tax- 
payer, the law (sec. 358.1) provides 
that in computing net income “for the 
taxable period in which falls the date 
of his death” the taxpayer shall include 
amounts accrued up to the date of 
death, even if the taxpayer has been 
reporting on a cash basis. There is, of 
course, the option to treat such accrued 
income as taxable to the executor or 
beneficiary who acquires the right to 
receive the income. There would ap- 
pear to be an implication in the law 
that the taxable year of a decedent ends 
with his death. It is true that in deter- 
mining the personal exemption on the 
decedent’s final return, an exemption 
for twelve full months is allowed, the 
exemption for the period after death 
being at the rate of $1,000, the exemp- 
tion for a single person (Art. 209). 

Suppose an individual taxpayer who 
had been reporting his income on a 
fiscal year basis ending June 30th died 
on November 1, 1950. Would the final 
return cover the period from July 1, 
1950 to June 30, 1951, or would it be 
for the period from July 1, 1950 to 
October 31, 1950? If the taxable year 
must be a period of twelve months 
then the basis of the tax would be the 
period ending June 30, 1951. 
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That would seem to be the conten- 
tion of the Income Tax Bureau. No re- 
turn would then be due until October 
15, 1951. The issue has many implica- 
tions, the chief one being the applica- 
ble rates, 1951 or 1950. 


Capital Assets 


The sale of capital assets receives 
special treatment under the income tax 
law. It is therefore important to know 
what is meant by capital assets. To 
the accountant, the term for years has 
had a definite meaning, namely, prop- 
erty acquired through an expenditure 
of capital, the value of which will ex- 
tend beyond a current period. Our 
present interest is in such assets as 
buildings, machinery, furniture and 
fixtures. The accountant’s concept 
however is not the same as the income 
tax concept. The definition of capital 
assets in section 350.12 starts with the 
all inclusive statement that the words 
mean “property held by the taxpayer 
(whether or not connected with his 
trade or business).” This is followed 
by a statement of what is not included 
in the meaning of capital assets, and 
among the latter items are land used 
in a trade or business, and depreciable 
property used in a trade or business. 
To classify such assets as non-capital 
seems incongruous to the accountant. 

One of our members submits a situ- 
ation that highlights this difference in 
the concept of capital assets. A tax- 
payer had operated a rooming house. 
Over the years, expenditures had been 
made for chairs, tables, beds, and other 
furniture items. The taxpayer sold his 
business but retained the major portion 
of the furniture. These he later dis- 
posed of at a profit, which he reported 
as capital gain. The State Tax Com- 
mission taxed the gain as ordinary in- 
come on the ground that depreciable 
assets used in a trade or business are 
not capital assets. In our opinion, at 
the time the property was disposed of, 
it was not used in the trade or business 
and therefore could qualify as property 
held by the taxpayer, whether or not 
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connected with a trade or business. 
Had the property been sold when it 
was used in the trade or business, the 
contention of the Tax Commission 
would be correct. 

One further point that adds to the 
accountant’s confusion should be men- 
tioned. Under the Internal Revenue 
Code (section 117 J) a gain on the 
sale of depreciable assets used in a 
trade or business may be treated as a 
capital gain if the property had been 
held for more than six months, where- 
as a loss on such a sale may be treated 
as an ordinary loss, fully deductible. 
New York State does not have a simi- 
lar provision. The regulations under 
the Internal Revenue Code (section 
29.117-1) provides that the term 
“property used in the trade or busi- 
ness” means property so used at the 
time of the sale. In spite of this regu- 
lation a decision of the Tax Court is 
at variance with it.2 This Court held 
that there had not been an abandon- 
ment of property but a preservation of 
it for possible further use, “or at least 
for sale for use by others in its original 
capacity.” 


Real Estate Corporation Controlled 
by a Business Corporation 

The New York legislature in 1948 
amended section 211.4, making it clear 
that a real estate corporation shall be- 
come taxable under Art. 9A whenever 
substantially all the stock of the reai 
estate corporation is owned or con- 
trolled directly or indirectly by a busi- 
ness corporation, or whenever the 
stock of both companies is controlled 
by the same interests and, in addition, 
any material part of the property of 
the real estate corporation is used in 
the conduct of its business by the busi- 
ness corporation. 

Upon a change in classification of 
the real estate corporation, the tax un- 
der Art. 9 is prorated. This provision 
became effective on July 1, 1950. 
There had always been some question 








2 Wilson Line, Inc. 8 T.C. 394 (A) 1947. 


3 November 15, 1950. 
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as to just when a change in classifica- 
tion becomes effective. There has just 
been released an official reissue of the 
Article 9A regulations. These make 
it clear that if the provisions of section 
211.4 become applicable, the real estate 
corporation immediately ceases to be 
taxable as such and immediately be- 
comes subject to tax under Article 9A 
(Reg. Art. 160). 

It should also be remembered that 
upon a change in classification the real 
estate corporation becomes subject to 
the 2% tax on any dividends distribu- 
ted and not theretofore tised as a basis 
of this tax and, in addition, it is taxed 
upon the excess of the actual net worth 
of the corporation over the actual paid 
in capital. 


The Deduction of the Franchise Tax 
from Entire Net Income 


In computing entire net income, the 
starting point is federal net income. 
One of the adjustments to be made to 
federal net income is the deduction of 
the New York franchise tax. For ex- 
ample, for 1950 calendar year corpo- 
rations, the next franchise tax return 
(1951) is due on May 15, 1951. The 
1950 federal return on an accrual basis 
will contain a deduction for the fran- 
chise tax payable in 1951. This accrual 
must be added back to federal income 
in determining the franchise tax. How- 
ever, the franchise tax that was based 
upon the year 1949 is deductible. 

This method of allowing a deduction 
for the franchise tax requires a chain 
of adjustments whenever entire net in- 
come is changed whether because of a 
federal change in net income or because 
of a change made by the Tax Commis- 
sion directly. The revised regulations 
(Art. 600) give an example of the 
several adjustments that must be made. 
Suppose the Tax Commission has as- 
sessed an additional tax for the calen- 
dar year 1947. This will require a 
recomputation of entire net income for 
the base year 1948. The increase in 
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tax for the 1947 year results in a de- 
crease in entire net income for the year 
1948 and a decrease in the franchise 
tax for 1948. This results in a reduc- 
tion of the deduction from entire net 
income claimed in the report for the 
year 1949, with a resulting increase 
in the franchise tax for 1949. Similar 
adjustments must then be made in re- 
ports for subsequent years alternately 
increasing and decreasing the deduc- 
tion claimed in the respective years. 
This is an awkward adjustment, ad- 
ministratively unsound. It should be 
possible to simplify this process, prob- 
ably through a different provision for 
taking the deduction for franchise 
taxes. 


Entire Net Income—Net 
Operating Loss 


One of our members suggests that 
section 208 (9) (b) be amended to 
allow a deduction for net operating 
losses in determining entire net income. 
He argues that new corporations may 
incur losses in the earlier years of op- 
eration and, when they reach a good 
level of income, the franchise tax paid 
on the income basis is inordinately high 
when compared with the accumulated 
earnings. 

There undoubtedly is some merit to 
this suggestion but, from the point of 
view of raising revenue through a fran- 
chise tax on corporations, it would 
present insuperable obstacles. Under 
an income tax law, such as the Internal 
Revenue Code, it is possible to tax cor- 
porations on the basis of a five-year 
cycle or, since the Revenue Act of 
1950, on a seven-year cycle. The rev- 
enue raising problems of the state make 
it necessary to depend upon a certain 
minimum revenue each year. That is 
why entire net income is only one basis 
for the franchise tax. If a corporation 
sustains a loss in any year the fran- 
chise tax may be determined on the 
basis of business and investment capi- 
tal (the one mill tax). In New York 
there is no income tax as such on cor- 
porations, The corporation is taxed 
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upon its right to do business as a cor- 
poration, and it exercises this right 
whether it makes a profit or sustains 
a loss. To allow a deduction for a net 
operating loss carryover would cut 
seriously into the state’s revenues, and 
would necessitate an increase in the 
franchise tax rate. Even if a net op- 
erating loss carryover were allowed on 
some modified basis, the idea of a net 
operating loss carry back would create 
serious administrative difficulties. 


Franchise Tax—Salary 
Elimination Basis 


One of our members would like to 
eliminate the alternative method of 
computing the franchise tax based 
upon entire net income plus salaries to 
elected and appointed officers and to 
stockholders owning in excess of 5% 
of the issued stock. He does not see 
any merit in this basis. He argues that 
if officers’ salaries are reasonable, they 
should be allowed as a deduction in full 
in arriving at net income. Actually the 
practical effect of this computation is to 
subject to franchise tax a portion of 
the officers’ salaries and at the same 
time those very salaries are subjected 
to income tax in the hands of the 
officers. 

This basis was originally designed 
to prevent evasion of the tax through 
the distribution of profits in the guise 
of salaries. After its first enactment in 
1929, it was thought that this method 
of dealing with excessive salaries 
would avoid numerous controversies 
dealing with unreasonable salaries. 
There is no doubt that the Tax Com- 
mission has succeeded in eliminating 
about 90% of controversies on the dis- 
allowances of salaries on the ground 
that the Commission believes them to 
be unreasonable. Nevertheless, the 
Commission continues to question the 
reasonableness of salary deductions 
where a greater tax will result from 
such disallowance. 

Form 3 C.T. does not provide a 
schedule for the computation of the 
tax under this so-called salary elimina- 
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tion basis. The Tax Commission gen- 
erally makes this computation, al- 
though there is no objection to the 
corporation itself making the computa- 
tion and attaching it to the return as 
a rider. This might be advisable since 
the corporation may wish to accrue 
the actual tax on the federal income 
tax return. When the current fran- 
chise tax return was designed in 1945, 
there was no room for including a 
schedule for this computation and the 
problem was solved by omitting it en- 
tirely and leaving it to the Commission 
to make the computation. 


Non-resident Income Tax Returns— 
Deductions 


A non-resident is taxed only upon 
income from New York sources. De- 
ductions from gross igcome are allowed 
only if they are connected with taxable 
income from sources within the state. 
One of our members thinks this is 
inequitable, particularly in a case where 
the sole income of the non-resident is 
from New York sources. This member 
suggests that a non-resident should be 
permitted to deduct at least a portion 
of the deductions ordinarily permitted 
to a resident, such as real estate taxes, 
interest on a mortgage, medical ex- 
penses, and other personal expendi- 
tures. He would apportion these de- 
ductions on the basis of gross income 
within and outside the state. 

When the first income tax law was 
enacted, a non-resident raised this 
question by arguing that it was uncon- 
stitutional to discriminate against him 
by allowing deductions only when they 
were connected with income arising 
within the state. The U. S. Supreme 
Court held such discrimination to be 
constitutional. Since January 1, 1947, 
of course a non-resident taxpayer may 
claim the optional deduction of 10% 
of gross income or $500, whichever is 
less, in lieu of all deductions otherwise 
allowable. This is not very helpful to 
a non-resident who is receiving income 


from a business, but it gives a little re- 
lief to a taxpayer who has income from 
New York sources, but no deductions 
connected with the income. 


Capital Gains and Losses 


One of our members makes the sug- 
gestion that a deduction for a net capi- 
tal loss should be permitted against 
ordinary income to the extent of $1000, 
the same as under the federal law. The 
taxation of capital gains and losses has 
always posed a problem. Congress has 
wrestled with it for years and has not 
yet solved the problem to the satisfac- 
tion of all taxpayers. 

There is fairly unanimous opinion 
that this type of income should not be 
taxed as heavily as ordinary recurring 
income, although there are dissenting 
views. Some taxpayers point to the 
British Income Tax Law which does 
not tax capital gains unless they are 
connected with the carrying on of busi- 
ness. Others feel that if a distinction 
should be drawn between different 
kinds of income, preferred treatment 
should be given to earned income 
rather than capital gains. At the pres- 
ent time capital gains are not taxed as 
heavily as ordinary income, principally 
because the gain must be taxed in the 
year of realization, whereas the eco- 
nomic appreciation in the value of 
capital assets may have taken place 
over a much longer period of time. 
Under the federal law there is a fur- 
ther recognition of this difference be- 
tween economic income and taxable in- 
come, in the distinction made between 
short-term gains and long-term gains. 

Congress long ago also felt that if 
there is to be a limitation of the tax 
on capital gains, there should be a 
limitation on the deduction of a capital 
loss. Many considerations determined 
the present basis for the allowance of 
any deduction for a net capital loss, the 
chief ones being the necessity for not 
disturbing the steady flow of revenue 
and a desire at the same time to recog- 
nize the fact that a taxpayer who has 


4 Travis v. Yale & Towne Mfg. Co., (1920) 252 U.S. 60. 
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sustained an economic loss should re- 
ceive some tax relief. 

In 1938, New York set up the pres- 
ent method of taxing capital gains. It 
recognized the fact that such income 
should not be taxed as heavily as ordi- 
nary income by taxing capital gains 
separately at one-half the rates appli- 
cable to ordinary income. To simplify 
its own administrative problem, it 
eliminated any distinction between 
short-term and long-term gains. In 
limiting the deduction for capital losses, 
it provided, first, that capital losses 
could be offset only against capital 
gains. Second, it provided that a net 
capital loss could be carried over for 
five additional years until it could be 
absorbed by capital gains in those 
years. This provision was put into the 
law in 1943, but was made retroactive 
to January 1, 1942. Other than the 
right to carry over a net capital loss, 
no further deduction is permitted. 

To allow a deduction against ordi- 
nary income up to $1,000 would, of 
course, afford some relief to taxpayers 
who have suffered a serious economic 
loss. The major consideration is the 
extent to which such a provision would 
offset adversely the revenue of the 
state. At this particular time it is un- 
likely that the State Tax Commission 
would approve a provision to reduce 
revenue. There have in fact been indi- 
cations that this year the Governor 
may ask for an increase in the income 
tax rate. 


The Statute of Limitations— 

Franchise Tax 

The Tax Commission has five years 
from the date a report is filed (not five 
years from the due date) within which 
to examine the report or, as the law 
puts it, audit and state an account 
(section 212.1). Within the same five 
year period it may reexamine the re- 
port or reaudit and restate the account 
(section 212.2). If the audit results 
in an additional tax, a notice of assess- 
ment is usually mailed to the taxpayer. 
The date of the notice is important be- 
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cause the taxpayer has two years from 
that date within which to file an appli- 
cation for revision on Form 7 CT. 
Neither the date of receipt of the notice 
nor the date of payment of the assess- 
ment offsets the two-year time limita- 
tion. If the notice of assessment is 
based upon a reaudit, the taxpayer has 
only one year from the date of the no- 
tice within which to file a claim for 
revision. 

If the Commission does not audit 
the return within five years, the return 
is generally final for all purposes. 
There are some exceptions to this pro- 
vision. One relates to the case where 
no return has been filed. The second 
relates to a return that is believed to 
be willfully false or fraudulent. In 
those cases, there is no time limitation 
placed upon the Tax Commission for 
auditing or reaugiting the taxpayer’s 
account, 

The third exception relates to 
changes made in net income by the 
Commissioner of Internal Revenue, or 
other officer, or authority. In such a 
case the Commission may assess an ad- 
ditional franchise tax due as a result 
of such change in entire net income, 
even though the five-year period has 
elapsed. However, in assessing any 
additional tax, the Commission may 
not change the allocation of income or 
capital determined on any original as- 
sessment made by it (section 212.4). 


A change in net income made by the 
federal government is required to be 
reported to the Commission within 90 
days after a final determination. The 
change may also be reported by a cor- 
poration on its next return, presum- 
ably if this is due before the 90 day 
period. If the corporation files an 
amended income tax return with the 
federal government, it is required to file 
an amended franchise tax report with 
the Tax Commission within 90 days 
(section 211.3). 

The question has been asked fre- 
quently whether the Tax Commission, 
in making an additional assessment 
based upon changes in federal net in- 
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come, may reopen other items in the 
return. Within the five year period 
discussed above, it is our opinion that 
the Commission has the power to do 
this, although generally it does not. 
There appears to be some authority in 
several cases that only changes made 
by the federal government may be con- 
sidered upon a reaudit.> In both cases 
it was the taxpayer who wanted to 
open up the entire return, but the de- 
cisions would probably be applicable 
to the Tax Commission as well. 


Treatment of Blocked Income— 
Franchise Tax 


Under the federal law, a taxpayer 
reporting income on the accrual basis 
need not include accrued income from 
a foreign country that is not available 
because of restrictions on the move- 
ment of currency. Such income and 
related deductions may be deferred un- 
til such time as the income is made 
available. States generally have pro- 
vided similar relief under state tax 
laws. New York has not yet issued 
any regulation with respect to the treat- 
ment of blocked income. 

The problem is not an easy one for 
the Tax Commission. Deferring in- 
come from one year to another may 
not be serious in itself if the tax rate 
remains the same and the corporation 
is taxable in both years on the basis 
of entire net income. But the deferred 
income may affect the allocation for- 
mula, and that may distort the results 
to the detriment of the corporation or 
the state. 


3 People ex rel. Jacob Dall & Sons, Inc., 
481; appeal denied. 
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Many suggestions have been made 
for an equitable solution of this prob- 
lem. One plan would be to give the 
corporation the option of including 
blocked income in the year in which 
it accrues, but this has the effect of 
requiring a corporation to pay taxes 
on unavailable income. Another plan 
is to report deferrable income in the 
year in which the income is reported 
for federal tax purposes, with the fur- 
ther provision that the franchise tax 
on such income should not be greater 
than it would have been had it been 
included in the year in which it ac- 
crued. Under this plan it is really the 
tax that is deferred, and not the in- 
come. One plan for the allocation of 
deferrable income is io eliminate for- 
eign income both from the numerator 
and the denominator of the receipts 
factor. Another plan is to include the 
deferrable income in the year it ac- 
crued, merely to determine the alloca- 
tion fraction for that year, and then to 
apply that allocation percentage sepa- 
rately to the deferrable income in the 
year in which it is to be taxed. 

In our opinion the simplest method 
would be merely to defer the tax on 
the foreign income until it is unblocked. 
To safeguard the revenue the Tax 
Commission should be put on notice 
that the tax on blocked income is being 
deferred. Because of the uncertainty 
as to the year in which the tax will be 
paid, the Commission would probably 
require the filing of a bond to guar- 
antee payment. 


et al. v. Graves et al., (1939) 257 App. Div. 


People ex rel. International Salt Co., Inc. v. Graves, (1935) 267 N. Y. 149. 
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Conducted by Louis H. Rappaport, C.P.A. 


Regulation §-X Revised 


4 HE long expected revision of Regu- 
lation S-X was released by the 
Securities and Exchange Commission 
on December 20, 1950. As most ac- 
countants know, this is the principal 
accounting regulation of the SEC in 
connection with several of the statutes 
administered by it. Although there 
have been amendments and changes in 
the regulation from time to time, this 
is the first comprehensive amendment 
since the regulation was promulgated 
in 1940. 

The revised regulation is effective 
with respect to financial statements for 
any fiscal year ending on or after 
December 31, 1950, filed with the SEC 
as a part of any registration statement, 
application or report. 

Income statement. The principal 
new requirements relate to the income 
statement. Rule 5-03 has been revised 
as follows: 

Rule 5-03. Profit and Loss or Income 

Statements. 

_ Except as otherwise permitted by the 

Commission, the profit and loss or income 

statements filed for persons to whom this 

article is applicable shall comply with the 
provisions of this rule. 

(a) All items of profit and loss given 
recognition in the accounts during the 
period covered by the profit and loss or 
income statements shall be included. 

(b) Only items entering into the deter- 
mination of net income or loss may be 
included. 





Louis H. Rappaport, C.P.A., has 
been a member of the Society since 
1933. He is a partner in the firm of 
Lybrand, Ross Bros. & Montgom- 
ery, C.P.A’s., and is also a member 
of the American Institute of Ac- 
countants and of the American 
Accounting Association, 











142 


In addition, two new captions have 
been added to the prescribed form of 
income statement immediately after net 
income so that the revised income 
statement conciudes as follows: 

16. Net ixcome or loss. 

17. Special items.—State separately and 
describe each item of profit and loss given 
recognition in the accounts, included herein 
pursuant to rule 5-03(a), and not included 
in the determination of net income or loss 
(Item 16). 

18. Net income or loss and special items. 


In some annual reports to stockhold- 
ers, charges and credits to earned sur- 
plus have been made pursuant to 
Accounting Research Bulletin No. 32. 
However, when the same treatment 
was followed in statements filed with 
the SEC, its staff has consistently 
taken exception to the items entered 
in earned surplus and has required 
that the financial statements be 
amended to include these amounts in 
the determination of net income. 
Where this has happened, the account- 
ant who gave a clean certificate cover- 
ing the statements in the stockholders’ 
report has had to issue a qualified cer- 
tificate as to the amended statement 
filed by a registrant to meet the SEC’s 
views. 

The adoption of Rule 5-03(a) and 
captions 17 and 18 referred to above 
may be taken as an indication that the 
SEC now agrees that certain profit 
and loss items recognized during a 
period should not enter into the deter- 
mination of net income. The effect is 
that profit and loss items entered in 
earned surplus in reports to stockhold- 
ers in accordance with Accounting 
Research Bulletin No. 32 should be 
shown as special items (caption 17) in 
statements filed with the SEC. Since 
the difference between the two sets of 
statements would be one of form and 
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not substance (net income not being 
affected), I would expect the same 
certificate would apply to both state- 
ments. 

It is not to be supposed that this 
revision will eliminate all conflicts be- 
tween the SEC and registrants with 
respect to the position in the statements 
of extraordinary charges and credits 
which are carried to earned surplus in 
published reports. Where such items 
are included in caption 17 as special 
items, the staff of the SEC may take 
the position that these items should 
enter into the computation of net in- 
come and should be added or deducted 
before arriving at caption 16 (net in- 
come). 

It will be observed that the treat- 
ment of surplus charges and credits 
as “special items” conflicts with the 
application of Accounting Research 
Bulletin No. 35 in certain circum- 
stances. That bulletin, in effect, recom- 
mends that the net income for the 
period be shown without being fol- 
lowed by items that have nothing to 
do with the determination of net in- 
come, I understand that this bulletin 
probably will be revised so as to avoid 
the present conflict. 

Where financial statements are pre- 
pared in accordance with the require- 
ments of Regulation S-X as now re- 
vised, it would appear that the earned 
surplus account would show only these 
captions: 

Balance at beginning of period 

__Net income or loss (and special items, 

if appropriate ) 

Dividends 

Appropriations to or restorations from 

surplus reserves 

Write-offs of intangibles not being amor- 
tized through income and as to which there 
has been no decline in value 

Balance at close of period. 


The language of Rule 5-03(b) is un- 
fortunate. It was intended to exclude 
from income statements items such as 
appropriations to and restoration from 
surplus reserves. As written, it seems 
to exclude the special items contem- 
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plated to be included in caption 17, but 
it was not so intended. 

Application of Regulation S-X. 
Regulation S-X governs the form and 
content of financial statements required 
to be filed as part of registration state- 
ments, applications and reports listed 
in Rule 1-01. The rule has been re- 
vised to make it clear that the regula- 
tion together with the Accounting 
Series Releases state the requirements. 
It is now more important than ever to 
have a complete file of these releases. 

Definitions. A number of new defini- 
tions have been added to the regula- 
tion; other definitions have been re- 
vised; some have been eliminated. All 
of the additions and revisions have 
been made with the purpose of making 
them consistent with the SEC’s defini- 
tions in other regulations. For exam- 
ple, the definition of “material” has 
been added, and “significant subsidi- 
ary” has been revised. Both terms are 
also defined in Regulation X-12B 
which relates to applications and re- 
ports under the 1934 Act. Under the 
revised meaning attributed to “signifi- 
cant subsidiary,” the measure of sig- 
nificance was raised from 5% to 15%. 

Accountant’s Independence. Rule 
2-01, dealing with qualifications of ac- 
countants, has been revised slightly. 
In determining whether an accountant 
is, in fact, independent, the SEC will 
consider not only the relationship be- 
tween the accountant and the corpora- 
tion whose statements he certifies, but 
will also consider the relationship be- 
tween the accountant and any affiliate 
of the corporation. 

Accountants’ certificates. The re- 
quirements governing accountants’ cer- 
tificates have been revised in some 
respects. 

Where an auditing procedure gen- 
erally recognized as normal, or deemed 
necessary by the accountant under the 
circumstances of a particular case, has 
been omitted, the accountant must 
designate what procedures were omit- 
ted; he must also state the reason for 
their omission. 
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The new regulation omits the para- 
graph in the old regulation which 
dealt with the accountants’ review and 
consideration of his client’s system of 
internal check and control. Presum- 
ably this omission was made because 
such review is now a requirement of 
generally accepted auditing standards. 
(See Statements on Auditing Pro- 
cedure No, 24.) 

Revision has also been made in the 
requirements as to opinions to be ex- 
pressed in accountants’ certificates. 
The accountant is now required to 
state clearly, among other things, his 
opinion “as to any material changes 
in accounting principles or practices or 
method of applying the accounting 
principles or practices” (the italicized 
portion is new). 

A new rule (designated 2-05) has 
been adopted dealing with certification 
where the over-all examination is made 
by more than one accountant. This 
rule merely codifies what has up to 
now been an administrative require- 
ment. 

Unrequired or inapplicable state- 
ments and schedules. The old regula- 
tion contained a provision which re- 
quired a listing of omitted schedules 
and the reasons for their omission. As 
used in the amended regulation the 
term “financial statements” includes all 
the supporting schedules. The new 
regulation calls (Rule 3-03(c)) for an 
indication of all financial statements 
omitted and the reasons for their omis- 
sion in the list of financial statements 
required by the applicable form. The 
result is that the applicable form must 
now list all financial statements omit- 
ted as well as schedules omitted and 
the reasons for their omission. 

Changes in accounting principles 
and practices and retroactive adjust- 
ments of accounts. Rule 3-07 as re- 
vised is materially different from the 
old rule. The new rule is as follows: 

(a) Any change in accounting principle 

or practice, or in the method of 
applying any accounting principle or 
practice, made during any period for 
which financial statements are filed 
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which affects comparability of such 
financial statements with those of 
prior or future periods, and the 
effect thereof upon the net income 
for each period for which financial 
statements are filed, shall be dis- 
closed in a note to the appropriate 
financial statement. (emphasis sup- 
plied) 

(b) Any material retroactive adjustment 
made during any period for which 
financial statements are filed, and 
the effect thereof upon net income 
of prior periods shall be disclosed 
in a note to the appropriate financial 
statement. 


Valuation and qualifying reserves. 
The new rule (3-11) requires all valu- 
ation and qualifying reserves to be de- 
ducted from the assets to which they 
apply. The exception which previously 
existed in relation to depreciation or 
retirement reserves of public utilities 
has been deleted. It is not known 
whether the SEC intends to apply the 
revised rule with respect to public util- 
ities, but the indications are that they 
do. 

Under Section 13(b) of the 1934 
Act the SEC is empowered to prescribe 
the form of reports to be filed bv listed 
companies. but the Commission’s re- 
quirements may not be _ inconsistent 
with those imposed by anv other Fed- 
eral commission in respect of the same 
subject matter. The Federal Power 
Commission, at the present time, in- 
cludes depreciation reserves among the 
liabilities in its uniform systems of ac- 
counts, but in its annual report form, 
the depreciation reserves are required 
to be deducted from the plant account. 

Commitments. A new rule has been 
adopted (Rule 3-18) requiring dis- 
closure of material commitments for 
the acquisition of permanent invest- 
ments and fixed assets and for the 
purchase, repurchase, construction, or 
rental of assets under long-term leases. 
Where the rentals under long-term 
leases are material, disclosure must be 
made along the lines contemplated by 
Accounting Research Bulletin No. 37. 

Intercompany profits and _ losses. 
Rule 3-18(b) in the old regulation 
dealt with intercompany profits and 
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josses in inventory. The new rule 
(designated 3-19(b)) is broader; it 
requires disclosure of the effect upon 
any balance sheet item of profits and 
losses resulting from transactions with 
affiliates. If the amount is incapable of 
accurate determination, an estimate 
must be made or explanation given. 


Defaults. The old regulation re- 
quired (Rule 3-18(c)) disclosure of 
any default in principal, interest, sink- 
ing fund, or redemption provisions 
with respect to any issue of securities. 
The new regulation calls (Rule 3- 
19(c)) for all this and, in addition, 
defaults affecting credit agreements, 
and any breach of covenant of a related 
indenture or agreement. The last-men- 
tioned requirement may give account- 
ants some concern, since in some cases 
the breach of a covenant may not be 
financial in nature and hence may not 
be one that would ordinarily be dis- 
closed in financial statements. 

Pension and retirement plans. A 
new rule (3-19(e)) requires a note 
dealing with pension and retirement 
plans: 

(1) A brief description of the essential 
provisions of any employee pension 
or retirement plan shall be given. 

(2) The estimated annual cost of the plan 
shall be stated. 

(3) If a plan has not been funded or 
otherwise provided for, the estimated 
amount that would be necessary to 
fund or otherwise provide for the 
past service cost of the plan shall 
be disclosed. 


Dividend restrictions. Another new 
rule (3-19(f)) calls for a description 
of any restrictions which limit the 
availability of surplus for dividend pur- 
poses, with an indication of the source 
of the restriction, the pertinent provi- 
sions, and where appropriate and de- 
terminable, the amount of surplus so 
restricted. 


Depreciation policy. The require- 
ments regarding the note which states 
the depreciation policy are unchanged 
except that a statement must also be 
made as to the accounting disposition 
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of profits or losses on sales of fixed 
assets. 

Consolidation of foreign subsidiaries. 
A new rule (designated 4-02(c)) has 
been adopted relating to consolidation 
of foreign subsidiaries. The rule is as 
follows: 

(c) Consolidation of foreign subsidiaries. 
—Due consideration shall be given 
to the propriety of consolidating with 
domestic corporations :foreign sub- 
sidiaries whose operations are ef- 
fected in terms of restricted foreign 
currencies. If consolidated, disclos- 
ure should be made as to the effect, 
insofar as this can be reasonably 
determined, of foreign exchange re- 
strictions upon the consolidated fi- 
nancial position and oper»! 7g results 
of the registrant and its sv).c'diavies. 

Reconciliation of investments and 
equities in subsidiaries. Rule 4-05(b) 
in the old regulation called for a state- 
ment of the difference between the in- 
vestment in unconsolidated subsidiaries 
for which statements are filed and the 
equity therein. This rule has been 
amended by adding a similar require- 
ment for “fifty per cent owned per- 
sons” (as defined). 

Special Requirements for Public 
Utility Holding Companies. Rule 4-13 
of the old regulation has been con- 
densed considerably but, taken with 
the requirements in Rule 5-02(13) 
(Fixed Assets), there is no effect on 
the amount of information to be 
furnished. 

Balance Sheets 

Rule 5-02 sets forth the require- 
ments as to balance sheets of companies 
to which it applies. Such balance sheets 
must comply with the provisions listed 
in the revised regulation except as 
otherwise permitted by the Commission 
(italicized portion is new). 

Other current assets. In addition to 
a separate showing of cash, receivables, 
inventories, and certain other assets, 
the old regulation called for a segrega- 
tion of any other current assets in ex- 
cess of 5 per cent of total current 
assets. In the revision this requirement 
has been raised to 10 per cent of total 
current assets. 
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Securities of affiliates. The basis at 
which investments in securities of af- 
filiates are carried is now required to 
be stated. 

Other investments. The old regula- 
tion called for a segregation of: 

(a) Securities of affiliates 

(b) Indebtedness of affiliates—not current 

(c) Other security investments. 


In addition, the regulation provided 
that there be stated separately, by class 
of investments, any items in excess of 
5 per cent of the amount of all assets 
other than fixed and intangible. In the 
revision this measure was raised to 10 
per cent. 

Fixed assets. The new regulation 
provides for a breakdown if practica- 
ble, on the face of the balance sheet, of 
fixed assets by major classes or func- 
tional grouping, together with dis- 
closure of the basis at which carried. 


Intangible assets. The revised regu- 
lation calls for a statement of the basis 
at which intangible assets are carried 
in the balance sheet. 

Other assets. In addition to the re- 
quired classification of assets, the old 
regulation provided that there be 
shown separately any item in excess 
of 5 per cent of the amount of all assets 
other than fixed and intangible assets. 
In the revision this amount was raised 
to 10 per cent. 

Other current liabilities. The re- 
quirement for showing current liabili- 
ties not otherwise classified was raised 
in the revised regulation from 5 per 
cent to 10 per cent of total current 
liabilities. 

Long-term debt. The provisions af- 
fecting the showing of long-term debt 
have been amended in important re- 
spects. Captions 28 and 30 as revised, 
follow (Caption 29, Indebtedness to 
affiliates — not current, was not 
changed) : 

28. Bonds, mortgages and similar debt. 
—State separately here, or in a note re- 
ferred to herein, each issue or type of obli- 
gation and such information as will indi- 


cate (a) the general character of each type 
of debt including the rate of interest; (b) 
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the date of maturity, or if maturing serially, 
a brief indication of the serial maturities, 
such as “maturing serially from 1950 to 
1960”; (c) the aggregate amount of ma- 
turities, and sinking fund requirements, 
each year for the 5 years following the 
date of the balance sheet; (d) if the pay- 
ment of principal or interest is contingent, 
an appropriate indication of such contin- 
gency; (e) a brief indication of priority; 
and (f) if convertible, the basis. 

30. Other long-term debt.—Include un- 
der this caption all amounts of long-term 
debt not provided for under captions 28 and 
29, above. State separately (a) total 
amounts due banks, (b) total amounts due 
directors, officers, and principal holders of 
equity securities other than affiliates and 
(c) other long-term debt, specifying any 
material item. Indicate whether secured. 
Show here, or in a note referred to herein. 
the information required under caption 28. 
Other liabilities. As in the case of 

other asset and liability amounts, the 
disclosure requirements in respect of 
“Other liabilities” not otherwise clas- 
sified were raised from 5 per cent to 
10 per cent of liabilities other than 
long-term debt. 

Reserves. Under the amended regu- 
lation, the purpose of each reserve, not 
shown elsewhere, must be clearly indi- 
cated. 

Capital shares. In respect of con- 
vertible shares, the revised regulation 
requires that the basis of conversion 
be stated. 

Surplus. The old regulation pro- 
vided that where a company had not 
in its accounts differentiated the vari- 
ous classes of surplus, then the un- 
segregated items could be stated in one 
amount. This provision does not ap- 
pear in the revised regulation. Pre- 
sumably the SEC will now require all 
companies filing with it to make the 
necessary breakdown or secure its per- 
mission to waive the requirement. 


Income and Surplus Statements 

Reference has already been made to 
the provisions of Rule 5-03(a) and to 
captions 16, 17 and 18 of the new in- 
come statement. These are the most 
important provisions of the new regu- 
lation. The other changes relating to 
the content of the income and surplus 
statements are unimportant. 
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Conducted by SAMUEL S. Ress 


TAFF accountants who refuse to 
travel and leave their jobs for that 
reason are not entitled to unemploy- 
ment insurance -benefits, according to 
a decision of the New York State Ap- 
peal Board, which reversed a Referee’s 
decision in favor of the accountant. 
The facts in Appeal Board Case 
#23,761-50, decided on November 29, 
1950, were: 
“Claimant, a semi-senior accountant, 
filed for benefits on February 22, 1950.... 
“Claimant was employed by a firm of 
accountants from June 30, 1947, to Febru- 
ary 21, 1950, on which date he resigned 
from his position. His final rate of pay 
was $280 a month. Because of his posi- 
tion in the firm and the nature of the 
employer’s business, claimant was required 
to travel extensively on work assignments. 





SAMUEL S. Ress has been an As- 
sociate Member of our Society since 
1936. He is a member of the New 
York Bar and holds the Juris Doctor 
degree from the New York Univer- 
sity School of Law, and the B.B.A. 
degree from The City College (New 
York) School of Business and Civic 
Administration. He is a tax consult- 
ant and has been a specialist in the 
payroll tax field since the inception 
of Social Security and Unemploy- 
ment Insurance Laws in 1936. He 
has drafted legislation related to un- 
employment insurance, health insur- 
ance, wages and hours and work- 
men’s compensation. 

Dr. Ress, who has written a num- 
ber of articles which have appeared 
in The New York Certified Public 
Accountant, is a member of the 
Society's Committees on Clothing 
Manufacturing Accounting and on 
Labor and Management. 











1951 








During the fall of 1949 he was away from 
home for 12 consecutive weeks, then re- 
mained in the city for two weeks and then 
again was on a traveling assignment for 
a period of about three or four weeks. 
In January, 1950, claimant was on a 
traveling assignment for two weeks. 
On February 21, he was advised that his 
next assignment would require him to 
travel to Philadelphia, Pennsylvania, for 
a period of four weeks or more. No 
arrangement could be made to retain him 
in employment without traveling. There- 
upon, claimant left the job. 

“When claimant was hired by the em- 
ployer he was married. On January 18, 
1949, his child was born. His wife objected 
to his continuous traveling and absence 
from home. She did not desire to stay at 
home alone with her child .... 

“The local office issued an initial deter- 
mination holding that claimant left his em- 
ployment, as aforesaid. voluntarily without 
good cause. The claimant requested a 
hearing. The referee overruled the initial 
determination and the Industrial Commis- 
sioner appealed to this Board from said 
decision.” 


The Appeal Board’s opinion stated: 


“We are unable to agree with the con- 
clusion reached by the referee. In our 
opinion, no compelling reason was advanced 
by claimant to justify his unwillingness to 
travel, which formed part of his duties 
according to a contract of hire and which 
duties he performed for some time prior to, 
and for upwards of one year after, the birth 
of his child. His objection to traveling, 
therefore, seems to us to have been prompt- 
ed by consideration of personal convenience 
rather than hardship. Under the circum- 
stances, we must conclude that claimant’s 
voluntary leaving of employment is without 
good cause.” 


Farm Worker or Domestic Servant 


The New York State Unemploy- 
ment Insurance Law exempts farm 
laborers from coverage, but requires 
that contributions be paid on wages of 
domestic servants if four or more do- 
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mestics are employed apart from any 
other employees that may be in the 
employ of the individual employer’s 
business. 

The recent amendments to the Fed- 
eral Social Security law provide cov- 
erage for agricultural workers who are 
regularly employed by an employer and 
earn cash wages of at least $50.00 in a 
calendar quarter. On farms operated 
for profit, household workers perform- 
ing services not in the course of the 
employer’s trade or business are con- 
sidered “agricultural labor” and, in 
order to be covered, must meet the 
regularity and cash wage tests for farm 
workers. 

Domestic service in a private home 
not on a “farm operated for profit” is 
covered if the cash wages paid in a 
calendar quarter are $50.00 or more, 
and the worker is employed on 24 dif- 
ferent days during the calendar quarter. 

[he New York State Unemploy- 
ment Insurance Appeal Board decision 
in Case #23,836-50, dated Deceinber 
7, 1950, clarifies the law in this State 
for Unemployment Insurance pur- 
poses, The employer appealed from 
the Referee’s decision holding that 
the claimant worked in covered em- 
ployment. The Appeal Board sustained 
the referee’s decision. The facts were 
as follows: 

“Claimant filed for benefits on August 3, 
1949, 3y initial determination he was de- 
clared ineligible because of insufficient 
earnings in covered employment in the base 
year, 1948. 

“From March, 1947, to July, 1949, claim- 
ant was employed by the employer named 
below on the latter’s estate in Suffern, New 
York. The employer is engaged in the real 
estate business in New York City. During 
the period herein, he maintained a large 
estate in Suffern, New York, consisting of 
approximately 160 acres. There was main- 
tained on the estate some live stock, con- 
sisting of one or two beef steers, approxi- 
mately 500 chickens, five pigs and two 
cows. About one and a half acres were set 
aside for cultivation as a vegetable garden. 
The employer does not contend that he con- 
ducted a farm or that he is exempt from 
the provisions of the Unemployment Insur- 
ance Law for that reason. These agricul- 
tural (sic) pursuits were engaged in as a 
hobby. What was not consumed by the 
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employer's household was distributed to 
friends, employees, etc. Nothing was sold 
commercially. 

“Claimant was employed primarily to 
take care of the vegetable garden and the 
live stock. In addition to claimant, there 
was employed, commencing with at least 
May 1, 1948, a nurse for the employer’s 
baby and a couple, consisting of a cook and 
butler. There was also a laundress who 
came practically every day and who also 
did sewing for the household. There were 
at least 15 days on which four domestics 
were employed simultaneously, commenc- 
ing with at least May 1, 1948. 

“Claimant was paid cash wages of 
$160.00 a month and in addition he received 
a five-room bungalow, rent free. The rental 
value of this bungalow was $35.00 and in 
addition claimant received free gas and 
electricity valued at $5.00 a month. 

“Besides caring for the livestock and 
attending the vegetable garden, claimant 
mowed the lawn and cleaned the swimming 
pool on the estate, when necessary. In 
addition thereto, he drove the employer’s 
automobile when doing errands and per- 
formed other chores for and on behalf of 
the employer. During the winter season. 
when the premises were not occupied by 
the employer and his family, claimant acted 
in the capacity of caretaker.” 


The Appeal Board stated: 


“The referee held that claimant was not 
engaged in agricultural labor while work- 
ing for the employer herein. 

“Tt does not appear that the employer’s 
premises were ever used or operated as a 
farm within the meaning of the Unem- 
ployment Insurance Law, Section, 511.6. 
Conceivably, some of the activities spon- 
sored by the employer were of an agricul- 
tural nature. However, the extent of such 
activities and the manner in which they 
were conducted, can hardly lead to the 
conclusion that the premises constituted a 
farm within the purview of the section 
cited. 

“The coupling of domestic servants with 
agricultural workers, in the same Act, is 
significant. Agricultural workers are those 
who are engaged in an enterprise conducted 
by the employer for his profit. House ser- 
vants merely contribute to the personal 
needs and comfort of the employer. Be- 
tween the two groups are the out-servants, 
who in strictness do not fall within either 
class. And yet there is much better reason 
for excluding gardeners, caretakers and the 
like, than agricultural workers, for they 
are not engaged in a commercial — ise 
and their services all relate to the home- 
life. 

“Our conclusion, in construing the Act, 1s 
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Notes on Recent New York State Unemployment Insurance Cases 


that the place where the services are per- 
formed does not determine the nature of 
the employment. Cooks and house maids 
are domestic servants, not because they 
work indoors, but because they serve the 
needs of the household. Similarly, one 
who drives an automobile in bringing sup- 
plies from market or in disposing of waste 
materials or who raises vegetables and 
produce for use on the estate is a domestic 
servant in the broader sense contemplated 
by the Act. Growing flowers for the delight 
and pleasure of the family of the owners 
is the same kind of service. Where, as 
here, the grounds though extensive, are 
maintained as the’ curtilage to the mansion 
house and for the comfort and pleasure of 
the occupants, they who thus minister to the 
needs of the owners, according to the 
standard of living established by them, are 
domestic servants within the purview of the 
Act.” 


6 Ok OK 


“The precise question here involved has 
not been before our appellate courts. In 
Anderson vs. Ueland, 197 Minn. 518, 267 
N.W. 517, 927, however, in construing a 


similar provision of a Compensation Act, * 


it was held that ‘domestic servants’ included 
a gardener or caretaker whose activities 
were directed toward the care and mainte- 
nance of the home. 


“We think it clear that ‘domestic service’ 
was intended to include services such as 
were rendered by claimant. 


“Upon all the facts and circumstances 
herein, we are persuaded that the premises 
in question were not ‘a farm’ and that the 
services performed by the claimant, con- 
sequently, did not constitute ‘agricultural 
labor’ within the meaning of the Law. The 
services rendered pertained to the employ- 
er’s country estate, his household and his 
family and related to the employer’s domes- 
tic existence. Claimant, therefore, was 
employed in personal or domestic service. 
It follows that he worked in covered em- 
ployment and is entitled to be credited with 
his earnings as set forth in the schedule 
herein. 


“In arriving at our conclusion, we are 
not unmindful of the decision in Matter of 
Ehrmann, 267 App. Div. 1022, reversing 
Appeal Board, 8841-43, affirmed in 293 
N. Y. 815. In our opinion, that case is 
distinguishable from the case at bar in that 
the premises had been operated as a dairy 
farm for approximately a quarter of a 
century. There was evidence also to indi- 
cate that at least part of the produce was 
disposed of commercially. These factors are 
completely lacking in the instant situation. 


“The decision of the referee is affirmed.” 
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Office and Staff Management 


| A forum for the exchange of views and information on all 
aspects of the administration of an accounting practice. 











acct days lie ahead for ac- 
countants, due to the problems 
created by the defense preparation pro- 
gram. The strains may be reduced, or 
aggravated, by the extent and effective- 
ness of our own plans to anticipate 
and meet the problems, or the lack of 
such measures. Complacency and pro- 
crastination will take their toll in time. 

Staffs, office and field, must be ap- 
praised as to their vulnerability to 
conscription or voluntary movement 
into the armed forces or essential in- 
dustries. Some replacements (older 
men, women, physically handicapped) 
should be taken on at once for training ; 
others should be lined up for call as 
needed and, in the interim, might be 
given reading assignments and other 
training to save time later. The abund- 
ance of accountants in the lower ranks 
is expected to disappear soon and be 
replaced by a shortage, and the short- 
age in seniors will just get worse. 
Training programs must be geared for 
quicker action and a different type of 
trainee. Seniors and supervisors should 
be briefed on how to utilize most effi- 
ciently the available staff, and review 
procedures may need some extension 
to guard against increased hazards due 
to less experienced staffs and strains 
and stresses. 

Office procedures must be stream- 
lined and brought up to the maximum 
efficiency. Equipment should be utilized 
to the fullest extent possible to over- 
come manpower shortages or costs. 
Duplicating machines, dictating ma- 
chines, electric typewriters, and other 
improved equipment are all very help- 
ful normally, and particularly so in 
such times. 


Tax Department Organization 


Though somewhat late, accountants 
who have not read the articles listed 
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below on how to operate a tax depart- 
ment efficiently, are advised to do so 
now. Some worth-while ideas may be 
derived from them which can be used 
before and after March 15th. 
Office Procedures for Controlling the Proc- 
essing and Filing of Income Tax Returns 
—Herbert B. Fischgrund, C.P.A. 
Some Hints with Respect to the Assembly 


of Tax Information and the Preparation 
of Tax Returns 


—Hyman D. Klein, C.P.A. 


Both articles appeared in the Janu- 
ary, 1949, issue of The New York 
Certified Public Accountant. 


Acountants’ Signatures on 
Tax Returns 


There is a constant undercurrent of 
concern or doubt among many account- 
ants regarding the risks they take in 
signing tax returns in cases where the 
data has been obtained without audit 
or after a limited audit. This has re- 
sulted in various types of defensive 
procedures, to wit, additions to the 
printed affidavits of expressions such 
as “prepared from unaudited data’, 
etc., use of specially prepared affidavits 
in lieu of the printed forms, and use 
of rubber stamps containing protective 
expressions. 

No alteration of the affidavit is neces- 
sary, nor need the accountant have any 
concern if he has not knowingly pre- 
pared the return improperly. This is 
the position taken in a carefully rea- 
soned article in the November, 1950, 
issue of Taxes, The Tax Magazine, 
entitled “When You Sign That Re- 
turn,” by Ralph M. Lewis and Norman 
B. Barker. 


Wage Stabilization 


Experience with wage stabilization 
during the last war disclosed that in- 
adequate planning and organization of 
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Office and Staff Management 


employee groups and salary ranges, 
as well as lack of definite promotion 
programs, were among the major causes 
of violations of the law. Inadequate 
records were another factor in the 
creation of violations, or in the inability 
to prove that breaches of the law really 
did not exist. 

From all appearances employers may 
soon have these problems foisted upon 
them once more. Accountants will be 
called upon then, as before, to help 
such clients as are not able to work 
out the necessary procedures and rec- 
ords by themselves. Those who have 
dealt with wage stabilization in the 
past know that it was not a simple 
matter and that penalties were very 
severe. 

In anticipation of this development, 
accountants would do well to re-read 
the section on wage stabilization con- 
tributed by David C. Anchin, C.P.A., 
in the American Institute of Account- 
ant’s refresher course volume entitled 
“Contemporary Accounting.” It may 
help avoid much grief, waste of time, 
and penalties. 


Disposition of an Accounting 
Practice by Will 

A recent decision by the Appellate 
Division of the New York Supreme 
Court, First Department,* brings out 
a point of interest to accountants who 
may be wondering how to dispose of 
their partnership interests in the event 
of death. In this case, an accountant 
willed his interest to his associate with 
the “request” that he pay to the wife 
of the deceased out of such practice 
$150 per month for 120 months, if alive. 

It appears that the payments were 
resisted on the following grounds: first, 
that they were not mandatory and, 
second, that since an accounting prac- 
tice had no goodwill value there was 
no basis for the payments. 
i Appellate Division ruled as 
OHOWS: 





“We are of the opinion, construing the 
will as a whole, that the distinctive language 
employed by the testator clearly imports an 
obligation—a legal obligation—by the lega- 
tee if he accepts the legacy bequeathed to 
him to make payment to the widow in the 
manner therein described,” 

x ok Ok 


“Whether or not the practice of the de- 
cedent as a certified public accountant 
possessed a good will that could be meas- 
ured in dollars and cents is not directly 
before us at this time except in so far as 
the answer thereto might throw light on the 
intent of the testator. 


The following questions still remain 
unanswered : 

1. The Court indicated that the ques- 
tion of whether the decedant’s account- 
ing practice had goodwill after his 
death, and whether the legatee had in 
fact accepted the legacy subject to the 
conditions imposed upon it, would be 
determined upon appropriate proceed- 
ings for that purpose. 

2. The value placed on the interest 
in the practice for estate tax purposes. 

3. Whether the payments made by 
the legatee are capital expenditures ; 
and whether they are taxable to the 
widow. 


Follow-up 


Regarding monthly luncheon meet- 
ings of office and personnel managers 
at places within walking distance from 
the office, a number of responses have 
been received. It is likely that one or 
two area groups may be able to get 
under way soon. If interested, just 
drop a brief note to 

The Editor, Office and Staff Management 


The New York Certified Public Accountant 
677 Fifth Avenue, New York 22, N. Y. 


Contributions of ideas and data for 
inclusion in this column are desired. 
Names of contributors will not be 
published if anonymity is requested. 
Samples of office forms are also soli- 
cited for analysis and possible publi- 
cation. 


* Application of Murray Goodman et al., N.Y.L.J., November 9, 1950. 
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(Continued from page 78) 











Partnerships, Corporations, Negoti- 
able Instruments, Bailments, Security, Bank- 
ruptcy, Insurance, and under the topic 
Miscellaneous, Real and Personal Property, 
Wills and Estates and Trusts. One hundred 
thirty-eight pages are devoted to Uniform 
Laws dealing with Documents of Title, Sales, 
Partnerships, Negotiable Instruments and 
sections of the National Bankruptcy Act. 
The balance is made up of questions which 
appeared on examinations over the past fif- 
teen years, with model answers, and practice 
problems, the latter following rather closely 
the text material. 

No text material appears on the Law of 
Taxation, the author explaining that the sub- 
ject of taxation is “so interrelated with the 
subject matter of accounting that it is not 
appropriate for inclusion in commercial law”, 
a reason which would perhaps justify the 
exclusion of other topics, and that it “requires 
a study of the most recent material i in a con- 
tinually changing field . 

The value of the comple ste Uniform Laws 


Agency, 


as part of the volume appears to have been 
minimized by the failure to refer by section 


numbers to the pertinent portions of the 
various acts, at least in the treatment of 
previous examination questions. 

The number of pages of text material de- 
voted to each topic indicates the frequency 
with which questions under each topic have 
appeared in past examinations. For example, 
some sixty-eight questions on the law of 
Contracts have been asked between Novem- 
ber, 1935, and May, 1950. Over the same 
period twenty-two questions on Bankruptcy 
and sixteen on Insurance have appeared. One 
hundred twenty-seven pages of text are de- 
voted to Contracts, while only twenty-one 
and fourteen pages of text cover Bankruptcy 
and Insurance, respectively. Accordingly, the 
amount of text material on each topic appears 
to be in proportion to the number of questions 
under the same topic. Moreover, for the most 
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part, the text follows closely the subject @ 
matter of the C.P.A. questions. This is un- 4 
fortunate for the candidate has no guarantee] 
against surprise. Further, the value of the 4 
text may be seriously questioned when the 

same subject matter is adequately covered in 

answers. 7 

The chief value of the volume lies in the} 
presentation of the C.P.A. questions and ™ 
answers. The author’s model answers are, 
brief, lucid and completely reliable and ade- 
quate for a candidate in any particular juris- 7 
diction. One need examine only a few answers § 
to see that the author has set forth a pattern 
which, if followed by the candidate, should © 
unquestionably satisfy the examiners. A cate- % 
gorical answer is given, where possible, and 
in giving the reasons for the answer, the 
general principle of law is stated and its | 
application explained. Of course, variations 
due to local law are not set forth and, in the 
main, must be discovered by the candidate 
himself. In a few instances variation is noted 
by reference to the “preferable” rule or the 
“better view.” While it cannot be expected 
that in a work such as this each variation and 
the substance thereof be noted, yet it is 7 
reasonable to expect that where local statutes © 
have affected a fundamental principle or con- 
cept, the candidate be warned to check for 
such changes. For example, in answer to cer- 
tain questions on consideration in the law of 
contracts, it might well have been stated 
generally that several local statutes have been 
enacted dispensing with the requirement of 
consideration in certain instances. 

On the whole this volume will prove an 
invaluable aid to candidates for the examina- 
tion. 

ANDREW J. Coppola 


Assistant Professor of Law 

The School of Business and 
Civic Administration 

The City College of New York 








